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ABSTRACT
This study investigates the characteristics of the corporate planning 
processes adopted within companies and , in particular, the use made 
of such processes when considering an acquisition. Fifteen companies 
and twenty acquisitions were studied in depth and in each case 
structured interviews were conducted with those directors who had 
been involved in the acquisition decision. The interviews covered 
five major areas, viz;
1. the planning process and the acquisition trigger.
2. the company internal audit.
5. the acquisition criteria.
4. the bid.
5. post-acquisition action and evaluation.
In analysing the data executives answers were compared and a measure 
of their level of agreement upon each question was obtained. 
Additionally, each company was classified financiallyb both in terms 
of its absolute size and profitability relative to competitors and its 
stability of growth in size and profitability.
Companies with the more formal systems tended to identify the need for
acquisition such that they became problem-avoiders rather than problem-
solvers and in these cases the extent of formal analysis was maintained
throughout the pre-acquisition procedure. However, there was no
%
evidence that this planning was of immediate benefit since there was no 
identifiable relationship between formal systems and either the nature 
of the acquisition or the amount of change required in the victim firm,
whether planned or unplanned
Taken overall, executives maintained consistent harmony or disharmony 
in their responses, those in companies which adopted formal procedures 
showing a higher level of consensus than those in companies which 
adopted less formal procedures. When comparing financial performance 
size predominated. The larger companies were those in which the more 
formal procedures were used and also those in which the levels of 
consensus were highest. Relative profitability was not found to be 
a significant factor in the acquisition process.
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CHAPTER ONE
INTRODUCTION
zI N T R O D U C T I O N
1. 1
D u r i n g  1967 a n d  1968 a c q u i s i t i o n  a c t i v i t y  in t h e  U. K. i n c r e a s e d  s u b s t a n t i a l l y ,
w h e t h e r  m e a s u r e d  in  t e r m s  o f  n u m b e r  of  c o m p a n i e s  i n v o l v e d  o r  v a l u e  o f  a s s e t s
e x c h a n g e d .  T h i s  f a c t o r ,  t o g e t h e r  w i t h  t h e  m u c h  p u b l i c i s e d  w o r k  u n d e r t a k e n
1, 2by  t h e  M o n o p o l i e s  C o m m i s s i o n ,  f o c u s s e d  t h e  a t t e n t i o n  o f  a c a d e m i c s  ’ a n d  
3, 4, 5b u s i n e s s m e n  ’ ’ u p o n  t h e  p r o b l e m s  p e c u l i a r  to  t h i s  p a r t i c u l a r  f i e l d  of
a c t i v i t y .  T h e  r e s e a r c h  w h i c h  h a s  b e e n  do n e  h o w e v e r ,  h a s  t e n d e d  to  t a k e  a  
s p e c i f i c  p a r t  o f  t h e  p r o c e d u r e  s u c h  a s  t h e  e v a l u a t i o n  o f  t h e  s u c c e s s  of  
a c q u i s i t i o n s ,  o r  s t u d i e s  of  t h e  t y p e s  of  c o m p a n i e s  i n v o l v e d .  In c o n t r a s t ,  a  
n u m b e r  of  w r i t e r s  h a v e  m a d e  s u g g e s t i o n s  a b o u t  t h e  p r o c e d u r e  w h i c h  s h o u l d  
b e  a d o p t e d  t h r o u g h o u t  t h e  p r o c e s s ,  f r o m  t h e  d e c i s i o n  to  c o n s i d e r  a c q u i s i t i o n ,  
t o  t h e  f i n a l  e v a l u a t i o n  of  s u c c e s s .  H o w e v e r ,  m o s t  o f  t h i s  t e n d s  to b e  b a s e d  
u p o n  i n d i v i d u a l  e x p e r i e n c e  a n d  i m p r e s s i o n s  r a t h e r  t h a n  c o n t r o l l e d  r e s e a r c h .
1 . 2
A s  t h e r e  a p p e a r e d  to  b e  no r e a l  i n f o r m a t i o n  on  t h e  ' s t a t e  of  t h e  a r t '  w i t h i n  
c o m p a n i e s  in  B r i t a i n  d e s p i t e  t h e  e x t r e m e l y  h ig h  c o s t  of  s u c h  a  v e n t u r e ,  a n d  
a s  t h e  r e s e a r c h e r  w a s  of  t h e  o p i n i o n  t h a t  d e c i s i o n s  m a d e  t e n d e d  to  b e  e m o t i o n a l  
r a t h e r  t h a n  r a t i o n a l  ^ i t  w a s  d e c i d e d  to  i n v e s t i g a t e  t h e  c o m p l e t e  p r o c e d u r e s  
a d o p t e d  w i t h i n  a  s a m p l e  of  c o m p a n i e s .  T h e  r e s e a r c h  d e s c r i b e d  l a t e r  in  t h i s  
c h a p t e r  f o r m e d  t h e  g u i d l i n e s  f o r  t h e  d e s i g n  o f  a  q u e s t i o n n a i r e  w h i c h  w a s  to  
b e  p u t  to  a  n u m b e r  of  e x e c u t i v e s .
R e s e a r c h  O u t l i n e  ;
2 . 1
I
G e r a l d  N e w b o u l d  r e c o g n i s e d  t h e  f a c t  t h a t  a  s t u d y  of  a c q u i s i t i o n s  w h i c h  d i d  n o t  
i n v o l v e  i n v e s t i g a t i o n s  w i t h i n  t h e  c o m p a n i e s  c o n c e r n e d  w o u l d  b e  of l i m i t e d  v a l u e ,  
p a r t i c u l a r l y  w h e n  a t t e m p t i n g  to  s t u d y  t h e  r e a s o n s  b e h i n d  d e c i s i o n s  m a d e .  H e  
t h e r e f o r e  i n t e r v i e w e d  e x e c u t i v e s  f r o m  38 " b i d d i n g  f i r m s " ,  t h e  q u e s t i o n s  c o v e r i n g  
f o u r  m a j o r  a r e a s ,  v i z  :
3(a)  i n i t i a l  r e a s o n  f o r  c o n s i d e r i n g  a c q u i s i t i o n
(b) t h e  n e g o t i a t i o n s
(c) p o s t - a c q u i s i t i o n  a c t i v i t y  a n d  p e r f o r m a n c e
(d) p o s t - a c q u i s i t i o n  r e a c t i o n  to  m e r g e r  a c t i v i t y .
T h e  r e s e a r c h e r  f e l t  t h a t  i t  w o u l d  be  v e r y  d i f f i c u l t  to  f in d  o n e  p e r s o n  w i t h i n  a  
c o m p a n y  w ho  w o u l d  b e  a b l e  to  a n s w e r  a l l  t h e  q u e s t i o n s  w i t h  c o m p l e t e  a u t h o r i t y .  
F o r  e x a m p l e ,  t h e  M a n a g i n g  D i r e c t o r  m a y  h a v e  b e e n  r e s p o n s i b l e  f o r  t h e  i n i t i a l  
i d e a ,  t h e  F i n a n c i a l  D i r e c t o r  f o r  n e g o t i a t i o n s  a n d  t h e  P r o d u c t i o n  D i r e c t o r  f o r  
p o s t - a c q u i s i t i o n  r a t i o n a l i s a t i o n .  A c c o r d i n g l y ,  i t  w a s  d e c i d e d  t h a t  i f  a  s t u d y  
o f  t h e  c o m p l e t e  p r o c e s s  w a s  to  b e  u n d e r t a k e n ,  i t  w o u l d  b e  n e c e s s a r y  to  c o n d u c t  
m u l t i p l e  i n t e r v i e w s  w i t h i n  t h e  s a m e  of c o m p a n i e s  c h o s e n .
2 . 2
In t e r m s  o f  t h e  a c t u a l  q u e s t i o n n a i r e ,  t h e  r e s e a r c h e r  w a s  of t h e  o p i n io n  t h a t  in  
a d d i t i o n  to  t h e  a r e a s  c o v e r e d  by  N e w b o u ld ,  i t  w o u l d  b e  of  v a l u e  to  s t u d y  t h e  
p r o c e d u r e  a d o p t e d  w i t h i n  c o m p a n i e s  a f t e r  t h e  i n i t i a l  d e c i s i o n  - t h a t  i s ,  in  c a s e s  
w h e r e  a  d i r e c t  a p p r o a c h  w a s  no t  m a d e  by  t h e  ' v i c t i m '  f i r m ,  t h e  i n t e r n a l  a u d i t  
a n d  e n v i r o n m e n t a l  s c a n n i n g  w h i c h  l e d  to  a  s h o r t  l i s t  o f  c o m p a n i e s ,  a n d  , a l s o ,  
t h e  c r i t e r i a  a g a i n s t  w h i c h  t h i s  s h o r t  l i s t  w a s  m e a s u r e d  p r i o r  to  a  f i n a l  d e c i s i o n .  
A  t h i r d  t o p i c  n o t  c o v e r e d  b y  N e w b o u l d  w a s  t h e  q u e s t i o n  of  s u c c e s s  o r  f a i l u r e  of  
t h e  a c q u i s i t i o n  d i s c u s s e d  a n d  i t  w a s  d e c i d e d  t h a t  t h e  i n v e s t i g a t i o n  wro u l d  n o t  b e  
c o m p l e t e  w i t h o u t  s u c h  a  s tu d y .
T h u s ,  t h i s  r e s e a r c h  i n v e s t i g a t e s  t h e  f o l l o w i n g  a r e a s  :
(a) i n i t i a l  r e a s o n  f o r  c o n s i d e r i n g  a c q u i s i t i o n
(b) i n t e r n a l  a u d i t  a n d  e n v i r o n m e n t a l  s c a n n i n g
(c) a c q u i s i t i o n  c r i t e r i a
(d) t h e  b i d
( e ) p o s t - a c q u i s i t i o n  a c t i o n
(f) a n  e v a l u a t i o n  o f  t h e  r e l a t i v e  s u c c e s s  of  t h e  v e n t u r e .
I n i t i a l  R e a s o n  f o r  C o n s i d e r i n g  A c q u i s i t i o n
2. 3
T h e  r e s e a r c h e r  f e l t  i t  r e a s o n a b l e  to  a s s u m e  t h a t  i f  a  c o m p a n y  w a s  c o n s i d e r i n g
a c q u i s i t i o n ,  t h e  u n d e r l y i n g  m o t i v e  w o u l d  b e  a  d e s i r e  f o r  l o n g  t e r m  s u r v i v a l .
7
H o v e r  s u g g e s t s  t h a t  in  t h e  U n i t e d  S t a t e s ,  t h i s  i s  a c h i e v e d  by  d i v e r s i f i c a t i o n .
g
B u c k l e y  , o n  t h e  o t h e r  h a n d ,  f o u n d  th e  s o l e  o b j e c t i v e  w a s  " t o  i n c r e a s e  t h e  
o w n e r s  i n v e s t m e n t  in  t h e  c o i f i p a n y " .  T h i s  s a m e  f a c t o r  w a s  d e s c r i b e d  b y  B u r c k  
a n d  B o u l d e n  ^  a s  a  n e e d  to  m a i n t a i n  o r  i n c r e a s e  t h e  s t o c k  m a r k e t  v a l u e  o f  t h e  
c o m p a n y .  T h e  r e s e a r c h e r  f e l t  t h a t  t h e s e  s t a t e m e n t s  w e r e  o v e r t l y  s i m p l i s t i c  
a n d  t h a t  t h e r e  w o u l d  b e  m a n y  f a c t o r s ,  w h i c h  w o u l d  b u i l d  u p  o v e r  t i m e ,  f i n a l l y  
r e s u l t i n g  in  t h e  d e c i s i o n  to  a c q u i r e .  F o r  e x a m p l e ,  in  h i s  f i n a n c i a l  s t u d y  o f  
t h e  a g g r e g a t e  m e r g e r  a c t i v i t y  in  t h e  U n i t e d  S t a t e s ,  U n i t e d  K i n g d o m ,  A u s t r a l i a  
a n d  F r a n c e ,  M c G o w a n  ^  c o n c l u d e d  t h a t  t h e  d e g r e e  of  a c q u i s i t i o n  a c t i v i t y  c o u l d  
n o t  be  e a s i l y  a c c o u n t e d  f o r  by  f i n a n c i a l  c o n s i d e r a t i o n s  a l o n e ,  b u t  w a s  c o n s i s t e n t  
w i t h  a n  a d a p t i v e  e x p l a n a t i o n ,  t h a t  i s ,  a n  e m p h a s i s  on t h e  c h a n g i n g  c o n d i t i o n s  in 
r e a l  m a r k e t s .
2. 4
12
H a l  M a s o n  , i n  h i s  s t u d y  of 6 f i r m s  i n v o l v i n g  79 a c q u i s i t i o n s ,  d i s c o v e r e d  13 
f a c t o r s ,  f o u r  of w h i c h  w e r e  c l a s s i f i e d  a s  " h i g h l y  m o t i v a t i n g " .  H o w e v e r ,  t h e  
s a m p l e  c h o s e n  w a s  n o t  o n ly  s m a l l ,  b u t  a l s o  l i m i t e d  to  A m e r i c a n  c o m p a n i e s  in  
w h i c h  t h e r e  w a s  a n  a c t i v e  C o r p o r a t e  P l a n n i n g  G r o u p .
2. 5
N e w b o u l d  * l i s t s  18 f a c t o r s ,  b u t  t h e s e  a r e  a  m i x t u r e  of  r e a s o n s  f o r  c o n s i d e r i n g  
a c q u i s i t i o n  a t  a l l  a n d  r e a s o n s  f o r  d e c i d i n g  to b u y  a  p a r t i c u l a r  c o m p a n y ,  a n d  the  
r e s e a r c h e r  f e l t  t h a t  t h i s  w a s  a  m a j o r  l i m i t a t i o n  of  t h e  w o r k .  A l s o ,  a l t h o u g h  
N e w b o u l d  r e c o g n i s e d  t h e  n e e d  to  i d e n t i f y  m o r e  t h a n  o n e  f a c t o r ,  t h e  i n t e r v i e w e e  
w a s  a l l o w e d  t h e  a l l o c a t i o n  of  o n ly  10 p o i n t s  to  r e p r e s e n t  r e l a t i v e  i m p o r t a n c e .  
T h u s ,  t h e  m a x i m u m  n u m b e r  of  f a c t o r s  w h i c h  t h e  i n t e r v i e w e e  c o u l d  c h o o s e ,  i f  
p l a c e d  in  d e s c e n d i n g  o r d e r  of  i m p o r t a n c e ,  w o u l d  b e  f o u r  (4 + 3 + 2 + 1 = 10).
In o r d e r  to  a l l o w  t h e  i n t e r v i e w e e  a  w i d e r  r a n g e  of  c h o i c e ,  i t  w a s  d e c i d e d  to  
a l l o w  u n l i m i t e d  r a n k i n g  o f  f a c t o r s  g r o u p e d  u n d e r  t h e  m a j o r  h e a d i n g s  o f  F i n a n c i a l ,  
M a r k e t i n g ,  P r o d u c t i o n  a n d  C o r p o r a t e ,  ( s e e  M e t h o d o l o g y  S e c t i o n .  )
2 . b
T h e  r e s e a r c h e r  f e l t  t h a t ,  a s  t h e  f i n d i n g s  of  L e v i n s o n  ^ a n d  R h y s  ^  s u g g e s t ,  
m a n y  of  t h e  f a c t o r s  pu t  f o r w a r d  w o u l d  be  a s  a  r e s u l t  of  a n  i n d i v i d u a l ,  s u b j e c t i v e  
e v a l u a t i o n  of  a  s i t u a t i o n  a n d  t h u s  w o u l d  n o t  n e c e s s a r i l y  b e  e n t i r e l y  l o g i c a l .  
T h r e e  a p p r o a c h e s  w o u l d  be  u s e d  to  t e s t  t h i s  :
(a)  t h e  l e v e l  of  a g r e e m e n t  a m o n g s t  e x e c u t i v e s
■WT
(b)  t h e  e x t e n t  o f  a g r e e m e n t  b y  i n d i v i d u a l  e x e c u t i v e s
w i t h  t h e  p e r c e i v e d  e v a l u a t i o n
(c)  t h e  c o n s i s t e n c y  of  t h e  a n s w e r s  in  t h i s  s e c t i o n
w i t h  l a t e r  d e c i s i o n s .
2. 7
14 15 16A n s o f f  , W a r d  , a n d  B r i o n  a l l  s t a t e  t h a t  t h e  d e c i s i o n  to  a c q u i r e  s h o u l d
b e  t h e  r e s u l t  o f  a  f o r m a l  p l a n n i n g  p r o c e d u r e ,  w h i c h  s c a n s  t h e  e n v i r o n m e n t  a n d
m a t c h e s  p e r c e i v e d  o p p o r t u n i t i e s  t o  c o r p o r a t e  s k i l l s .  H o w e v e r ,  r e c e n t  r e s e a r c h
17 18 19c o n d u c t e d  b y  T a y l o r  a n d  I r v i n g  , H a w k i n  a n d  K e m p n e r  a n d  N o r b u r n
s h o w e d  t h a t  t h e  p l a n n i n g  s y s t e m s  in m a n y  c o m p a n i e s  w e r e  s t i l l  i n  a n  e m b r y o n i c  
s t a t e  a n d  t h e r e f o r e  i t  w a s  d e c i d e d  to  a t t e m p t  to  r e l a t e  t h e  e x t e n t  of  f o r m a l  
p l a n n i n g  to  t h e  t y p e  of  a c q u i s i t i o n  t r i g g e r .
I n t e r n a l  A u d i t
3. 1
In t h e i r  a n a l y s i s  of  c o r p o r a t e  s t r a t e g y ,  L e a r n e d ,  C h r i s t e n s e n ,  A n d r e w s  a n d  G u th  
s u g g e s t  t h a t  an  i n t e r n a l  c o m p a n y  a u d i t  s h o u l d  c o m p r i s e  t h r e e  m a j o r  q u e s t i o n s  -
1 W h a t  b u s i n e s s  s h o u l d  we  b e  in ,  o r  w h a t  i s  o u r
c o n c e p t  o f  t h e  b u s i n e s s  ?
2 W h a t  a r e  o u r  p r i m e  o b j e c t i v e s  a n d  a r e  t h e s e  c o r r e c t  ?
3 W h a t  a r e  o u r  m a j o r  s t r e n g t h s  a n d  w e a k n e s s e s  ?
A m e a s u r e  o f  a  g o o d  s t r a t e g y  w o u l d  b e  t h e  e x t e n t  to  w h i c h  t h e  a n s w e r s  to
14t h e s e  q u e s t i o n s  w e r e  i n t e r n a l l y  c o n s i s t e n t .  A n s o f f  p r o p o s e s  t h a t  a n  
a c q u i s i t i o n  s h o r t - l i s t  s h o u l d  c o m p r i s e  c o m p a n i e s  :
1 w h o s e  a c t i v i t i e s  f a l l  w i t h i n  t h e  d e f i n i t i o n  o f  
" t h e  b u s i n e s s "
2 w h i c h  e n a b l e  t h e  b i d d e r  to  a c h i e v e  i t s  o b j e c t i v e s  
by
3 a c h i e v i n g  s y n e r g y  - t h a t  is  m a t c h i n g  s t r e n g t h s  
a n d  w e a k n e s s e s .
3. 2
12T h e  c o m p a n i e s  w h i c h  H a l  M a s o n  s t u d i e d  a l l  f o l l o w e d  t h i s  p r o c e d u r e ,  b u t
21c o n v e r s e l y  K i t c h i n g  , i n  h i s  s t u d y  of  " w hy  do m e r g e r s  m i s c a r r y " ,  c o n c l u d e d
t h a t  " f e w  t o p  m a n a g e r s  r e g a r d e d  s y n e r g y  a s  b e i n g  i n h e r e n t  in  a  s i t u a t i o n " :  m o s t
f e l t  t h a t  i t  w a s  a  p r o d u c t  o r  r e s u l t  of  s u p e r i o r  m a n a g e m e n t .  K i t c h i n g  i n t e r v i e w e d
a n  e x e c u t i v e  in  22 d i f f e r e n t  c o m p a n i e s  a n d  t h u s ,  a s  in  t h e  c a s e  of  N e w b o u l d  * t h e
r e s u l t s  c o u l d  b e  a c c u s e d  o f  r e p r e s e n t i n g  t h e  i n d i v i d u a l  r a t h e r  t h a n  t h e  c o r p o r a t e
12v i e w p o i n t .  A l t h o u g h  b o t h  K i t c h i n g  a n d  H a l  M a s o n  s t u d i e d  A m e r i c a n  c o m p a n i e s ,  
t h e  r e s u l t s  do s u g g e s t  a  r e l a t i o n s h i p  b e t w e e n  d e g r e e  of  f o r m a l  p l a n n i n g  a n d  e x t e n t  
o f  p r e - a c q u i s i t i o n  a n a l y s i s  w h i c h  c o u l d  e q u a l l y  a p p l y  in  B r i t a i n .
D e c i s ion  C r i t e r i a
4.  1
12H a l  M a s o n  f o u n d  t h a t  p r o b l e m s  d i d  no t  a r i s e  i n  s e e k i n g  c o m p a n i e s  f o r  s a l e ,  
b u t  in  " i d e n t i f y i n g  t h e  g o o d  o n e s  t h a t  m a y  b e  h i d d e n  a m o n g  th e  p o o r  o n e s " .  A 
m a j o r  t e s t  of  c o n s i s t e n c y  on  t h e  p a r t  o f  t h e  c o m p a n y  w o u l d  b e  t o  r e l a t e  a c q u i s i t i o n  
s i g n a l  a n d  i n t e r n a l  a u d i t  to  t h e  f a c t o r s  w h i c h  w e r e  c o n s i d e r e d  p r i o r  to  a  f i n a l
d e c i s i o n ,  L e v i n s o n  f o u n d  t h a t  p e r s o n a l  r e a s o n s  s u c h  a s  t h e  n e e d  to  
d e m o n s t r a t e  m a n a g e r i a l  c o m p e t e n c e  o r  t h e  w i s h  to  b e c o m e  t h e  C h i e f  
E x e c u t i v e  of  a  l a r g e r  o r g a n i s a t i o n ,  o r  t h e  f e a r  of  b e i n g  d e s t r o y e d  w e r e  
s o  s t r o n g  t h a t  l i t t l e  l o g i c a l  a n a l y s i s  t o o k  p l a c e .
4. 2
In o r d e r  to  t e s t  b o t h  t h e  d e g r e e  of  c o n s i s t e n c y  a n d  t h e  d e g r e e  of  s c r e e n i n g ,  
i t  w a s  f e l t  a p p r o p r i a t e  t o  a s i t  e x e c u t i v e s  to  i d e n t i f y  a r e a s  of  a n a l y s i s .  
A d d i t i o n a l l y  t h e  l e v e l  of  a g r e e m e n t  a m o n g s t  e x e c u t i v e s  w o u l d  p r o v i d e  a n  
i n d i c a t i o n  of  t h e  e x t e n t  t o  w h i c h  t h e s e  a c t i v i t i e s  t o o k  p l a c e ,  a n d  t h e  p a r t  
w h i c h  t h e  r e s u l t s  p l a y e d  in  a n y  d e c i s i o n s  t a k e n .
T h e  B i d
5. 1
H a v i n g  d e c i d e d  to  a t t e m p t  to  a c q u i r e  a  p a r t i c u l a r  c o m p a n y ,  i t  i s  n e c e s s a r y  
f o r  t h e  b i d d e r  t o  d e c i d e  u p o n  a  m e t h o d  of  a p p r o a c h  a n d  u p o n  t h e  q u a n t i t y  a n d  
m e t h o d  o f  p a y m e n t .  T h e  m e t h o d  of  a p p r o a c h  w i l l  be  c o n s t r a i n e d  to  s o m e  
e x t e n t  by  t h e  o w n e r s h i p  of  t h e  ' v i c t i m '  f i r m  a s ,  f o r  e x a m p l e ,  i t  i s  n o t  p o s s i b l e  
t o  b u y  u p  s h a r e s  i n  a  p r i v a t e  c o m p a n y  on  t h e  o p e n  m a r k e t .  No e v i d e n c e  e x i s t s  
w h i c h  e x p l a i n s  t h e  r e a s o n s  f o r  t h e  v a r i o u s  s t r a t e g i e s  a d o p t e d  a n d  t h u s  t h i s  p a r t  
o f  t h e  r e s e a r c h  w o u l d  i n v e s t i g a t e  t h r e e  m a j o r  a r e a s  :
(a )  t h e  m e t h o d  of  a p p r o a c h  a d o p t e d  a n d  t h e  r e a s o n s  f o r  t h e  
s t r a t e g y  c h o s e n .  It i s  s u g g e s t e d  t h a t  t h e  e x t e n t  t o  w h i c h  
t h e  b i d d e r  r e q u i r e d  t h e  c o - o p e r a t i o n  of  t h e  C h i e f  E x e c u t i v e  
o f  t h e  a c q u i r e d  c o m p a n y  p o s t - a c q u i s i t i o n  w o u l d  s u b s t a n t i a l l y  
i n f l u e n c e  d e c i s i o n s  in  t h i s  a r e a .
(b)  t h e  m e t h o d  of  p a y m e n t  a n d  t h e  r e a s o n s  f o r  c h o o s i n g  i t .  T h i s  
c o u l d  r e f l e c t  t h e  e x t e n t  t o  w h i c h  t h e  v i c t i m  f i r m  w a s  a b l e  to  
c o n t r o l  n e g o t i a t i o n s .
(c) t h e  c o s t  o f  t h e  a c q u i s i t i o n .  In t h e i r  s t u d y  of  t h e  1967 t a k e - o v e r
22b o o m ,  R o s e  a n d  N e w b o u l d  n o t e d  t h a t  a l l  b u t  o n e  o f  t h e
a c q u i s i t i o n s  s t u d i e d  w e r e  p r i c e d  a b o v e  p r e - b i d  p. a n d  a t
a  p r e m i u m  of  one  t h i r d  o v e r  p r e - a c q u i s i t i o n  p r i c e .  W h i l s t
i t  i s  t o  b e  e x p e c t e d  t h a t  i t  m a y  b e  n e c e s s a r y  to  pay  a
p r e m i u m  in m a n y  c a s e s ,  t h e  e x t e n t  t o  w h i c h  t h i s  h a p p e n e d
s u g g e s t e d  to  t h e  r e s e a r c h e r  t h a t  c o m p a n i e s  f o u n d  i t  d i f f i c u l t
to  r e v e r s e  t h e  p r o c e s s  w h e n  t h e  n e g o t i a t i o n  s t a g e  h a d  b e e n
r e a c h e d ,  to  s u c h  a n  e x t e n t  t h a t  b i d d i n g  f i r m s  o f t e n  f o u n d
t h e m s e l v e s  p a y i n g  f a r  m o r e  t h a n  t h e y  h a d  o r i g i n a l l y  
3
i n t e n d e d .  S t a c e y  r e m a r k s  t h a t  a  g l ib  a n s w e r  to  t h e  q u e s t i o n  
" h o w  m u c h  i  s a  b u s i n e s s  w o r t h ” , c o u l d  be  " t h e  a m o u n t  t h a t  
t h e  b u y e r  i s  p r e p a r e d  to  g iv e  f o r  i t .  " T h i s  s e c t i o n  of  t h e  
r e s e a r c h  q u e s t i o n s  t h e  e x t e n t  t o  w h i c h  a  p r e m i u m  w a s  p a i d  
in  t h e  a c q u i s i t i o n s  d i s c u s s e d  a n d  t h e  n u m b e r  of  t i m e s  t h e  
m a x i m u m  p r i c e ,  d e c i d e d  p r i o r  t o  c o m m e n c e m e n t  of  
n e g o t i a t i o n s ,  w a s  e x c e e d e d .
P o s t - a c q u i s i t i o n  a c t i o n  :
6 . 1
M a n y  w r i t e r s  h a v e  o u t l i n e d  t h e  s t e p s  w h i c h  s h o u l d  b e  t a k e n  a f t e r  a c q u i s i t i o n
23a n d  t h e  a r e a s  in  w h i c h  p r o b l e m s  m a y  a r i s e  ( s e e  f o r  e x a m p l e  K l e g e r  ,
24B l u m b e r g  a n d  W i e n e r  ), bu t  t h e r e  e x i s t s  a  l i m i t e d  a m o u n t  of  e v i d e n c e  a s  
t o  t h e  e x t e n t  to  w h i c h  t h i s  t a k e s  p l a c e .  N e w b o u l d  * a s k e d  h i s  s a m p l e  of 
e x e c u t i v e s  t o  d e s c r i b e  p o s t - a c q u i s i t i o n  a c t i o n  a n d  t h e  m a j o r  p r o b l e m s  w h i c h  
a r o s e ,  c o n c l u d i n g  t h a t  t h e  e v i d e n c e  c o l l e c t e d  p r o d u c e d  " n o t h i n g  to  s u g g e s t  
t h a t  s y n e r g y  w a s  a n  a u t o m a t i c  c o n c o m i t a n t  of  m e r g e r " .  T h e  r e s e a r c h e r  f e l t  
t h a t  h i s  r e s u l t s  w e r e  of l i m i t e d  v a l u e  a s  he  d i d  n o t  c o v e r  a l l  a c t i o n  a r e a s ,  s u c h  
f a c t o r s  a s  c h a n g e  in  o r g a n i s a t i o n  s t r u c t u r e ,  o r  p r o d u c t  r a t i o n a l i s a t i o n  b e i n g  
o m i t t e d  f r o m  t h e  q u e s t i o n n a i r e .
6 . 2
A s  a  r e s u l t  of  i n t e r v i e w i n g  25 e x e c u t i v e s  in  22 c o m p a n i e s ,  c o v e r i n g  181
21
a c q u i s i t i o n s  in t h e  U n i t e d  S t a t e s ,  K i t c h i n g  w a s  a b l e  to  s p e c i f y  t h e  e x t e n t  to  
w h i c h  s y n e r g y  w a s  a c h i e v e d  in  t h e  m a j o r  a r e a s  of  F i n a n c e ,  M a r k e t i n g ,  T e c h n o l o g y  
a n d  P r o d u c t i o n  . H o w e v e r ,  t h e  r e s e a r c h e r  f e l t  t h a t  t h e  e x t e n t  t o  w h i c h  c h a n g e
t a k e s  p l a c e  p o s t - a c q u i s i t i o n  m u s t  b e  a  f u n c t i o n  o f  p r e - a c q u i s i t i o n  d e c i s i o n s ,  
s i n c e  t h e  c o m p a n y  m a y  o n l y  w i s h  to  s e e k  f o r  s y n e r g y  in  a  l i m i t e d  n u m b e r  of  
a r e a s .  T h u s  t h e  l a s t  s e c t i o n  of  t h e  q u e s t i o n n a i r e  w o u l d  c o v e r  t h e  a c t i o n  
t a k e n  in  a l l  a r e a s  of t h e  b u s i n e s s ,  t h e  e x t e n t  t o  w h i c h  t h i s  h a d  b e e n  i n t e n d e d  
p r e - a c q u i s i t i o n ,  a n d  t h e  e x t e n t  to  w h i c h  t h e  i n t e r v i e w e e  w a s  s a t i s f i e d  w i t h  
t h e  r e s u l t s .
P o s t - a c q u i s i t i o n  e v a l u a t i o n  -of s u c c e s s  :
7. 1
A n y  r e s e a r c h  in to  a c q u i s i t i o n  p r o c e d u r e s  w o u l d  be  i n c o m p l e t e  i f  a  s t u d y  of  t h e  
s u c c e s s  of  t h e  v e n t u r e  w a s  no t  m a d e ,  b u t  w h a t  c r i t e r i o n  s h o u l d  b e  u s e d  ? M o s t
o f  t h e  s t u d i e s  c o n d u c t e d  in  t h i s  a r e a  u s e  a  f i n a n c i a l  d e f i n i t i o n  s u c h  a s  i n c r e a s e d
25 2 (dp r o f i t a b i l i t y  ( D e w i n g  ), i n c r e a s e  in s h a r e  p r i c e  ( T z o a n n o s  a n d  S a m u e l s  ,
27H o g a r t y  , ) p o s t - a c q u i s i t i o n  p r o f i t a b i l i t y  c o m p a r e d  w i t h  p r e - a c q u i s i t i o n  f o r e c a s t  
28 29( W e s t w i c k  , H o l l e n d e r  ). H o w e v e r ,  t h e  r e s e a r c h e r  f e l t  t h a t  t h i s  w a s  a
d a n g e r o u s  p a t h  to  f o l l o w  a s  i t  a s s u m e d  t h a t  a l l  v a r i a t i o n s  in  p e r f o r m a n c e  c o u l d
b e  r e l a t e d  to  a c q u i s i t i o n  a c t i v i t y ,  t h u s  t a k i n g  no  a c c o u n t  of  c h a n g e s  in  b o th
i n t e r n a l  s k i l l s ,  o r  in  the  t r a d i n g  e n v i r o n m e n t .  R e i d ' ^ ,  A n s o f f  a n d  W e s t o n ^ ,
32a n d  B o s s o n s ,  K a l m a n  a n d  R e i d  , a t t e m p t e d  to  d e a l  w i t h  t h i s  b y  c o m p a r i n g  t h e
p e r f o r m a n c e  of  t h e i r  s a m p l e  of  " m e r g i n g  c o m p a n i e s "  w i t h  t h e  p e r f o r m a n c e  of
" n o n - m e r g i n g "  c o m p a n i e s  in  t h e  i n d u s t r y .
7. 2
W h i l s t  t h e  r e s e a r c h e r  f e l t  t h a t  i t  w a s  i m p o r t a n t  t o  s t u d y  t h e  f i n a n c i a l  p e r f o r m a n c e  
o f  t h e  s a m p l e  c o m p a n i e s ,  i t  w a s  d e c i d e d  to  r e j e c t  a  f i n a n c i a l  d e f i n i t i o n  o f  s u c c e s s ,  
b u t  m e r e l y  to  s t u d y  t h e  ' c h a r a c t e r i s t i c s 1 of  t h e  c o m p a n i e s  a n d  t h e i r  p e r f o r m a n c e  
p r e  a n d  p o s t - a c q u i s i t i o n ,  r e l a t i v e  to  t h e  m e a n  p e r f o r m a n c e  of  t h e i r  i n d u s t r y  ( s e e  
s e c t i o n  f o r  f u r t h e r  d i s c u s s i o n  o f  t h i s  p o i n t ) .  T h u s  t h e  r e s e a r c h  w o u l d  i d e n t i f y  
h i g h  o r  l o w  p e r f o r m e r s  r a t h e r  t h a n  a c q u i s i t i o n  s u c c e s s  o r  f a i l u r e .
7. 3 i
33B j o r l c s t e n  a l s o  r e c o g n i s e d  t h e  p r o b l e m s  i n h e r e n t  in  s i m p l y  u s i n g  f i n a n c i a l  
m e a s u r e s  a n d  s p e c i f i e d  t h r e e  c r i t e r i a  f o r  f a i l u r e ,  v iz .
i o
( i ) t h e  a c q u i r e d  f i r m  d i d  n o t  m a k e  a  p r o f i t  w i t h i n  3 y e a r s
( 2 ) p r o d u c t s  o r  p r o c e s s e s  h a d  to  b e  r a d i c a l l y  c h a n g e d  in  
t e r m s  of  m a t e r i a l s  o r  e n g i n e e r i n g
(3) t h e  a c q u i r e d  f i r m  w a s  l a t e r  s o l d  o r  l i q u i d a t e d .
U n f o r t u n a t e l y ,  s u c h  a  definrfeion c a n  o n ly  b e  a p p l i e d  t o  c o m p a n i e s  w h i c h  a r e  
l e f t  i n t a c t  a f t e r  t h e  a c q u i s i t i o n  h a s  t a k e n  p l a c e  a n d ,  in  t e r m s  of  (2),  r u n s  t h e  
r i s k  o f  m i s i n t e r p r e t i n g  m a n a g e m e n t ' s  o r i g i n a l  r e a s o n  f o r  t h e  a c q u i s i t i o n .
7. 4
A n u m b e r  of  w r i t e r s  ( W a r d  , S t a c e y  , C a r r e  a n d  B o u v a r d  , H e a t h
s u g g e s t e d  r e a s o n s  f o r  a c q u i s i t i o n  f a i l u r e ,  b u t  u n f o r t u n a t e l y  a l l  b a s e  t h e i r  
c o n c l u s i o n s  u p o n  e x p e r i e n c e  r a t h e r  t h a n  c o n t r o l l e d  r e s e a r c h  a n d  t h u s  w e r e  on ly  
o f  v a l u e  i n  i n d i c a t i n g  p o s s i b l e  p r o b l e m  a r e a s .
It  a p p e a r e d  to  t h e  r e s e a r c h e r  t h a t  t h e  o n ly  p e o p l e  s u f f i c i e n t l y  q u a l i f i e d  t o  m a k e
w e r e  i n t i m a t e l y  i n v o l v e d  in  t h e  d e c i s i o n s  m a d e .  In t h e i r  r e c e n t  s t u d y  o f  " t h e
e f f e c t  of  p l a n n i n g  on  t h e  s u c c e s s  of a c q u i s i t i o n s  in  A m e r i c a n  f i r m s " ,  A n s o f f ,
37A r n e r ,  B r a n d e n b u r g ,  P o r t n e r  a n d  R a d o s e v i c h  m a i l e d  q u e s t i o n n a i r e s  to  412 
c o m p a n i e s ,  in a n  a t t e m p t  to  o b t a i n  a  s u b j e c t i v e  e v a l u a t i o n  of  s u c c e s s  f r o m  
m a n a g e m e n t .  93 u s a b l e  r e p l i e s  w e r e  r e c e i v e d ,  b u t  i n  v i e w  of  t h e  f a c t  t h a t  t h e r e  
w a s  no  p o s s i b i l i t y  o f  r e a l  c o n t r o l  o v e r  t h e  c h o i c e  o f  p e r s o n  to  c o m p l e t e  t h e  
q u e s t i o n n a i r e ,  t h e  r e s e a r c h e r  f e e l s  t h a t  t h e  r e s u l t s  m u s t  b e  t r e a t e d  w i t h  s u s p i c i o n  
( s e e  c h a p t e r  2.  f o r  d i s c u s s i o n  of  s a m p l i n g  m e t h o d s .  )
In a d d i t i o n  to  a n  e v a l u a t i o n  of  c o r p o r a t e  f i n a n c i a l  p e r f o r m a n c e ,  K i t c h i n g  a s k e d  
h i s  s a m p l e  of  e x e c u t i v e s  t o  r a t e  t h e  s u c c e s s  o r  f a i l u r e  o f  t h e  a c q u i s i t i o n s  
d i s c u s s e d .  H o w e v e r ,  t h e  r e s e a r c h e r  f e l t  t h a t  h i s  a p p r o a c h  h a d  tw o  m a j o r  
l i m i t a t i o n s  :
7. 5
a n y  j u d g e m e n t  in  t h i s  a r e a  w e r e  t h o s e  e x e c u t i v e s  w i t h i n  t h e  b i d d i n g  f i r m  w h o
7. 6
21
t h e  r e l i a n c e  u p o n  t h e  s u b j e c t i v e  e v a l u a t i o n  of  o n e  p e r s o n  - 
t h e  i n d i v i d u a l  r a t h e r  t h a n  t h e  c o r p o r a t e  v i e w
(b) t h e  f a c t  t h a t  t h e  i n t e r v i e w e e  w a s  n o t  a s k e d  to  d e f i n e  t h e
c r i t e r i a  u s e d .
7. 7
T h u s  i t  w a s  d e c i d e d  to c o m p e t e  t h e  i n v e s t i g a t i o n  by  a s k i n g  e a c h  e x e c u t i v e  
i n t e r v i e w e d  f o r  h i s  o p i n i o n  on  t h e  s u c c e s s  o r  f a i l u r e  of  t h e  a c q u i s i t i o n  d i s c u s s e d  
a n d  h i s  r e a s o n s  f o r  s u c h  c o n c l u s i o n s .  A  c o m p a r i s o n  o f  t h e  a n s w e r s  o f  
e x e c u t i v e s  w i t h i n  a  c o m p a n y  w o u l d  p r o v i d e  a  m o r e  a c c u r a t e  s t a t e m e n t  o f  t h e  
C o r p o r a t e  V i e w  ( s e e  c h a p t e r  3 f o r  a n  e x p l a n a t i o n  o f  C o n s e n s u s  T e s t s .  )
S U M M A R Y
8 . 1
In i n v e s t i g a t i n g  t h e  p ro ce d u re s  a d o p t e d  w i t h i n  c o m p a n i e s  d u r i n g  a n  
a c q u i s i t i o n  p e r i o d ,  t h i s  r e s e a r c h  w i l l  examine th e  f o l l o w i n g  a r e a s .
(a)  t h e  e x t e n t  t o  w h i c h  f o r m a l  a n a l y s i s  t o o k  p l a c e  a n d  t h e  
r e l a t i o n s h i p  b e t w e e n  t h i s  a n d
(i)  t h e  d e g r e e  of  f o r m a l  p l a n n i n g  o p e r a t i o n a l  w i t h i n  
t h e  o r g a n i s a t i o n .
( i i )  t h e  t y p e s  of a c q u i s i t i o n  t r i g g e r  i d e n t i f i e d
( i i i )  c o r p o r a t e  f i n a n c i a l  s i z e  and p r o f i a b i l i t y .
(b)  t h e  e x t e n t  t o  w h i c h  m a n a g e m e n t  f e l t  t h a t  f o r m a l  a n a l y s i s  w a s
h e l p f u l .
i
( c )  t h e  l e v e l  of  c o n s i s t e n c y  b e t w e e n  p r e - a c q u i s i t i o n  a n a l y s i s  a n d  p o s t ­
a c q u i s i t i o n  a c t i o n .
I I
(d) the level of agreement amongst executives on decisions 
made and the relationship between this and
(i) corporate financial performance
(ii) degree of formal planning.
(e) the extent to which the level of post-acquisition re-organisation 
was a function of the type of acquisition (horizontal, vertical, 
concentric, diverse.)'
(f) the level of agreement amongst executives on the criteria for 
evaluating success and the relationship between this and the 
extent of pre-acquisition analysis.
8.2 The object of the thesis is to test certain conventional statements 
about the nature of corporate planning and its impact within 
companies when considering an acquisition. These are -
1. The methodology of formal corporate planning systems would 
embrace the following format:
a) a clear definition of prime objectives
b) the monitoring of environmental factors which may 
affect the business.
c) an evaluation of corporate strengths and weaknesses.
d) a re-alignment of product/market strategy as a result
of 'the above factors. _ V \
e) a well defined financial control system.
2. A formal planning system would identify the need for 
acquisition.
3. Companies with formal systems would tend to use a formal 
approach to acquisition evaluation, the approach following 
a similar format to the planning system, viz:
a) an internal audit covering -
1. an analysis of the ’concept of the business’.
2. an evaluation of corporate objectives
3. an analysis of corporate strengths and 
weaknesses
b) formal acquisition criteria which sought some form of 
synergy between the two companies.
The extent of pre-acquisition evaluation seen to be necessary 
would be a function of the perceived nature of the problem. 
Companies^hich use a formal approach to acquisition would 
be more aware of the possible costs.
Companies which used a formal approach to planning would be 
more likely to be aware of possible problems post-acquisition 
than those which do not.
The extent of change in the victim firm found to be necessary 
post-acquisition would be a function of -
a) the extent of pre-acquisition planning
b) the nature of the acquisition.
Companies with formal systems would tend to make more 
successful acquisitions.
Companies with more formal systems would tend to be 
financially more successful than those with less formal 
systems.
Lack of agreement amongst the executives interviewed would 
occur at all stages of the acquisition process in those 
companies which do not use formal planning systems.
Lack of agreement would tend to occur as to questions of 
discussion rather than those of fact.
Lack of agreement would tend to occur due to lack of control
1
on the part of the chief executive.
Lack of agreement would occur first in larger companies.
Lack of agreement would occur in less profitable companies. 
Decisions would tend to be made for emotional rather 
than rational reasons.
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CHAPTER TWO
SURVEY DESIGN
T H E  P O P U L A T I O N
1. 1
I t  w a s  n e c e s s a r y  to  d e t e r m i n e  w h e t h e r  t h e  s t u d y  w a s  t o  b e  e x t e n s i v e ,  
c o v e r i n g  a l l  m e r g e r s  a n d  a c q u i s i t i o n s ,  o r  i n t e n s i v e ,  s t u d y i n g  one  
p a r t i c u l a r  t y p e .
v
In  e a c h  c a s e ,  a  m a j o r  c o n s t r a i n t  u p o n  t h e  f i n a l  d e c i s i o n  w a s  t h e  p o s s i b i l i t y  
o f  a c c e s s  t o  t h e  l i s t  of  n a m e s  of  t h e  c o m p a n i e s  m a k i n g  u p  t h e  p o p u l a t i o n  . 
T h i s  w a s  n e c e s s a r y  in  o r d e r  t h a t  a  t r u l y  r a n d o m  s t a t i s t i c a l  s a m p l e  c o u l d  
b e  t a k e n .  T h e  p o s s i b l e  a r e a s  of  s t u d y  a r e  l i s t e d  b e l o w  :
(a)  A n  i n t e n s i v e  s t u d y - o f  one  o f  t h e  f o l l o w i n g  a r e a s  :
(1)  A c q u i s i t i o n s  of  i n d e p e n d e n t  c o m p a n i e s
(2)  M e r g e r s
(3) S a l e s  of  s u b s i d i a r i e s  b e t w e e n  c o m p a n y  g r o u p s
T a b l e  1 w h i c h  w a s  e x t r a c t e d  f r o m  t h e  D e p a r t m e n t  of  T r a d e  a n d  I n d u s t r y  
p u b l i c a t i o n  M7,  s h o w s  t h e  n u m b e r  a n d  p e r c e n t a g e  of  a c q u i r i n g  c o m p a n i e s  
i n v o l v e d  u n d e r  e a c h  h e a d i n g .
A c q u i s i t i o n  of
I n d e p e n d e n t
C o m p a n i e s
M e r g e r s
S a l e s
of
S u b s i d i a r i e s
N u m b e r % N u m b e r % N u m b e r %
1969 593 86.  5 2 0. 2 91 13. 3
1970 484 77.  0 6 0. 9 139 22.  1
1971 498 73.  0 0 0. 0 189 27.  0
T A B L E  1 : N u m b e r  of c o m p a n i e s  a c q u i r i n g  a n d  m e r g i n g  ( s o u r c e  D O T  1
B u s i n e s s  M o n i t o r  M7)
2 0
T h e  b a s e  u p o n  w h i c h  t h e  f i g u r e s  w e r e  c o m p i l e d ,  c h a n g e d  d u r i n g  t h e  
p e r i o d  s t a t e d .  P r i o r  t o  1969,  t h e  d a t a  w a s  o b t a i n e d  f r o m  p u b l i s h e d  
a c c o u n t s  of  q u o t e d  i n d u s t r i a l  a n d  c o m m e r c i a l  c o m p a n i e s  o p e r a t i n g  
m a i n l y  i n  t h e  U. K. F r o m  1969,  t h e y  a r e  b a s e d  on  a c q u i s i t i o n s  w i t h i n  
t h e  U. K. b y  i n d u s t r i a l  a n d  c o m m e r c i a l  c o m p a n i e s  r e p o r t e d  in  t h e  
f i n a n c i a l  p r e s s .  A l t h o u g h  t h e  r e s u l t a n t  d a t a  i s  c o n s e q u e n t l y  i n c o m p l e t e  
t h e  s t a t i s t i c i a n s  r e s p o n s i b l e  f o r  t a b l e  c o m p i l a t i o n  s t a t e d  t h a t  in t h e i r  
o p i n io n ,  t h e  r e l a t i v e ^ n a g n i t u d e s  w e r e  r e l i a b l e .
(b) A n  i n t e n s i v e  s t u d y  o f  a c q u i s i t i o n s  a n d  m e r g e r s  i n  o n e  of t h e  
f o l l o w i n g  a r e a s  :
(1) H o r i z o n t a l
(2) V e r t i c a l
(3) M u l t i p l e  N ode  C o m m o n a l i t y
(4) S i n g l e  N o d e  C o m m o n a l i t y
(5) C o n g l o m e r a t e
G e r a l d  N e w b o u l d  in  h i s  s t u d y  o f  m e r g e r  a c t i v i t y  h a s  u s e d  t h i s  c l a s s i f i c a t i o n  
f o r  a l l  a c q u i s i t i o n s  r e p o r t e d  in  the  f i n a n c i a l  p r e s s  d u r i n g  1967 a n d  1968.  
T h i s  i s  i l l u s t r a t e d  in  T a b l e  2 :
M A R K E T  T Y P E N u m b e r %
H o r i z o n t a l 337 83.  1
V e r t i c a l 16 3 . 9
M u l t i p l e  N o d e  C o m m o n a l i t y 13 3 . 2
S i n g l e  N o d e  C o m m o n a l i t y 23 5. 6
C o n g l o m e r a t e 17 4.  2
T O T A L 40 8 100
T A B L E  2 : A c t u a l  M e r g e r s  by  M a r k e t  T y p e
(c)  A n  i n t e n s i v e  s t u d y  of  a c q u i s i t i o n s  m a d e  b y  c o m p a n i e s
i n  a  p a r t i c u l a r  i n d u s t r y  g r o u p .  T a b l e  3, e x t r a c t e d  f r o m  
B u s i n e s s  M o n i t o r  M7 s h o w s  t h e  i n d u s t r y  g r o u p  o f  t h e  
a c q u i r i n g  c o m p a n i e s  f o r  t h e  y e a r s  1969 a n d  1970.  In  t h i s  
t h e  S t a n d a r d  I n d u s t r i a l  C l a s s i f i c a t i o n  ( s i c )  m a i n  g r o u p  
h e a d i n g s  a r e  u s e d .
XT
1969 1970
F o o d 19 18
D r i n k 9 11
T o b a c c o 6 10
C h e m i c a l s  & A l l i e d 40 34
M e t a l  M a n u f a c t u r e 24 27
N o n - E l e c t r i c a l  E n g i n e e r i n g 83 67
E l e c t r i c a l  E n g i n e e r i n g 39 31
S h i p b u i l d i n g 2 0
V e h i c l e s 17 17
M e t a l  G o o d s  n.  e .  s . 37 28
T e x t i l e s 66 42
C l o t h i n g ,  l e a t h e r ,  f u r  & f o o t w e a r 34 47
B r i c k s ,  p o t t e r y ,  g l a s s ,  c e m e n t 32 22
T i m b e r ,  f u r n i t u r e 17 22
P a p e r ,  p r i n t i n g ,  p u b l i s h i n g 32 34
C o n s t r u c t i o n 56 41
T r a n s p o r t  & C o m m u n i c a t i o n 19 24
W h o l e s a l e  D i s t r i b u t i o n 60 69
R e t a i l  D i s t r i b u t i o n 40 33
M i s c e l l a n e o u s  S e r v i c e s 97 100
A g r i c u l t u r e  a n d  M in i n g 2 15
P r o p e r t y 48 27
I n d u s t r i a l  H o l d i n g  C o m p a n i e s 43 43
O t h e r 24 21
846 793
T A B L E  3 : I n d u s t r i a l  A n a l y s i s  o f  A c q u i s i t i o n s  &: M e r g e r s  ( S o u r c e  : D O T  1 
B u s i n e s s  M o n i t o r  M7)
(d) A n  e x t e n s i v e  s t u d y  c o v e r i n g  a l l  t y p e s  o f  a c q u i s i t i o n  a n d  
m e r g e r .  T a b l e  4 shov /s  t h e  D e p a r t m e n t  of  T r a d e  a n d  
I n d u s t r y  e s t i m a t e s  of  t h e  n u m b e r  w h i c h  t o o k  p l a c e  d u r i n g  
t h e  y e a r s  1968 - 1971 i n c l u s i v e .
Y E A R T O T A L
V
Q u o t e d  c o m p a n i e s
( c o m p a n y  a c c o u n t s )
1968 946
1969 906
A l l  i n d u s t r i a l  a n d
c o m m e r c i a l  c o m p a n i e s
1969 846
1970 793
1971 884
T A B L E  4 : A c q u i s i t i o n s  a n d  M e r g e r s
S o u r c e  : DO T 1 B u s i n e s s  M o n i t o r  M3
1 . 2
It w a s  d e c i d e d  t o  d e f i n e  t h e  p o p u l a t i o n  to  be  s t u d i e d  a s  a l l  a c q u i s i t i o n s  
o r  m e r g e r s  w h i c h  w e r e  r e p o r t e d  i n  t h e  f i n a n c i a l  p r e s s  d u r i n g  t h e  y e a r s  
1968 - 1971.  A l t h o u g h  i t  w a s  r e c o g n i s e d  t h a t  c o m p a n i e s  a r e  n o t  r e q u i r e d  
t o  r e p o r t  t h e i r  a c t i v i t i e s  t o  t h e  p r e s s ,  t h e r e  w a s  no  r e a s o n  to  e x p e c t  t h a t  
in  t e r m s  of  t h e  r e s e a r c h ,  a  b i a s e d  s a m p l e  w o u l d  r e s u l t .
t
I n t e n s i v e  s t u d i e s  w e r e  r e j e c t e d  f o r  t h r e e  m a j o r  r e a s o n s  :
(a)  i n  t h e  c a s e  of  a l l  t h e  v a r i o u s  s u b - g r o u p i n g s  p r e v i o u s l y  
d e s c r i b e d ,  no  r e c o r d s  h a d  b e e n  k e p t  o f  t h e  n a m e s  o f  t h e  
c o m p a n i e s  in  e a c h  g r o u p .
(b)  a l t h o u g h  t h e  r e s e a r c h e r  w o u l d  h a v e  a  p a r t i c u l a r  a c q u i s i t i o n  
in  m i n d  w h e n  a p p r o a c h i n g  t h e  c o m p a n i e s ,  i t  w a s  p o s s i b l e  
t h a t  t h e y  w o u l d  be  w i l l i n g  to  t a l k  a b o u t  a d d i t i o n a l  a c q u i s i t i o n s  
w h i c h  d id  no t  f a l l  i n to  t h e  c a t e g o r y  c h o s e n .
(c)  t h e  s t u d y  i s  c o n c e r n e d  w i t h  p r o c e d u r e s  a n d  l e v e l s
of  c o n s e n s u s  p r i o r  to  a c q u i s i t i o n ,  a n d  i t  w a s  f e l t  b y  t h e  
r e s e a r c h e r  t h a t  t h e s e  w o u l d  b e  i n d e p e n d e n t  o f  t h e  c a t e g o r y  
o f  a c q u i s i t i o n .
1. 3
T i m e  P e r i o d
A d i f f i c u l t y  e n c o u n t e r e d  in  t h e  r e s e a r c h  w a s  in  c h o o s i n g  a c q u i s i t i o n s  
w h i c h  w e r e  n o t  s o  d i s t a n t  t h a t  e x e c u t i v e s  c o n c e r n e d  h a d  e i t h e r  f o r g o t t e n  
d e t a i l s  o f  t h e  d e c i s i o n s  m a d e  o r  h a d  l e f t  t h e  c o m p a n y ,  b u t  a t  t h e  s a m e  
t i m e ,  n o t  s o  n e a r  t h a t  t h e y  h a d  h a d  i n s u f f i c i e n t  t i m e  to  d i g e s t  t h e  n e w  
a d d i t i o n .  A c c o r d i n g l y ,  t a k i n g  i n to  a c c o u n t  t h e  f a c t  t h a t  t h e  i n t e r v i e w s  
t h e m s e l v e s  w o u l d  be  c o n d u c t e d  o v e r  a  p e r i o d  of  1 5 - 1 8  m o n t h s ,  t h e  
y e a r s  1968 to  m i d - 1971 w e r e  c h o s e n .
1 . 4
P o p u l a t i o n  C o m p a n y  N a m e s  :
A s  d e t a i l e d  in  S e c t i o n  1. 2 of t h i s  c h a p t e r ,  a l t h o u g h  d a t a  h a d  b e e n  
c o l l e c t e d  on t h e  n u m b e r  a n d  t y p e  of  a c q u i s i t i o n s  e a c h  y e a r ,  n o  r e c o r d  
w a s  k e p t  of  t h e  n a m e s  of  c o m p a n i e s  w ho  c o m p r i s e d  t h e  l i s t .  It w a s  
t h e r e f o r e  d e c i d e d  to  s a m p l e  f r o m  t h e  l i s t  of  ' t a k e - o v e r  b i d s  a n d  m e r g e r s '  
p u b l i s h e d  in  e a c h  S a t u r d a y  e d i t i o n  of  t h e  F i n a n c i a l  T i m e s .  B e c a u s e  t h e  
r e s e a r c h  w a s  c o n c e r n e d  w i t h  p r o c e d u r e s  a d o p t e d  b y  t h e  a c q u i r i n g  c o m p a n y ,  
i t  w a s  f r o m  t h e  l i s t  of b i d d e r s ,  r a t h e r  t h a n  the  l i s t  o f  c o m p a n i e s  to  be  
a c q u i r e d ,  t h a t  t h e  s a m p l e  w o u l d  b e  d r a w n .
In u s i n g  t h i s  s o u r c e ,  tw o  p o i n t s  m u s t  b e  n o t e d  :
(a)  S o m e  c o m p a n i e s  h a v e  b e e n  v e r y  a c t i v e  i n  t h e  a c q u i s i t i o n  
b u s i n e s s  o v e r  t h e  p a s t  f e w  y e a r s ,  a n d  t h e i r  n a m e s  a r e  
l i k e l y  to  a p p e a r  in  t h e  p o p u l a t i o n  l i s t  m o r e  t h a n  o n c e .  
T h e r e f o r e ,  i n  s a m p l i n g  a t  r a n d o m ,  t h e  p r o b a b i l i t y  of  a  
c o m p a n y  b e i n g  c h o s e n  w a s  a  f u n c t i o n  of  t h e  n u m b e r  of  
b i d s  m a d e ,  a*fd t h e  r e s u l t a n t  s a m p l e  w o u l d  c o m p r i s e  a  
m i x t u r e  of  a c q u i s i t i o n - a c t i v e  a n d  i n a c t i v e  c o m p a n i e s  .
(b) T h e  l i s t  t h e r e f o r e  c o m p r i s e s  t h e  n u m b e r  o f  b i d s  m a d e  
r a t h e r  t h a n  t h o s e  c o m p l e t e d .  H o w e v e r ,  in  t e r m s  o f  t h e  
r e s e a r c h  i t  w a s  f e l t  u n l i k e l y  t h a t  a n y  r e s u l t a n t  b i a s  
w o u l d  o c c u r .
T H E  S A M P L E  
2 . 1
It  w a s  f e l t  t h a t  t h e  r e s p o n s e  r a t e  f r o m  t h e  s a m p l e  c h o s e n  c o u l d  b e  
v e r y  l o w  d u e  to  t h e  n a t u r e  of  t h e  r e s e a r c h  a n d  t h e  a m o u n t  of  s e n i o r  
e x e c u t i v e  t i m e  t h a t  w a s  r e q u e s t e d .  C o n s e q u e n t l y ,  i t  w a s  d e c i d e d  
to  t a k e  a  l a r g e  i n i t i a l  s a m p l e  a n d  t h e n  a t t e m p t  t o  t e s t  t h e  r e f u s a l s
V
a g a i n s t  t h e  a c c e p t a n c e s  f o r  a n y  p o s s i b l e  b i a s  ( s e e  S e c t i o n  3  t h i s  
c h a p t e r )  : t h e  t a r g e t  f i n a l  s a m p l e  s i z e  w a s  to  be  15 c o m p a n i e s .  T h e  
s a m p l i n g  p r o c e s s  c o m p r i s e d  tw o  s t a g e s  :
(1) T h e  s e l e c t i o n  by  t h e  r e s e a r c h e r  of  t h e  F i n a n c i a l  T i m e s  
l i s t  f o r  t h e  l a s t  S a t u r d a y  o f  e a c h  m o n t h .
(2)  A s  t h e  l i s t s  w e r e  in  a l p h a b e t i c a l  o r d e r ,  t w o  n a m e s  
w e r e  c h o s e n  by a  r a n d o m  p r o c e s s .
2 . 2
T h e  f i n a l  s a m p l e  c o m p r i s e d  84 n a m e s ,  f r o m  w h i c h  5 w e r e  e l i m i n a t e d  
w h e n  a  c h e c k  in " W h o  O w n s  W h o m "  s h o w e d  t h a t  t h e  p r o p o s e d  a c q u i s i t i o n  
h a d  n o t  i n  f a c t  t a k e n  p l a c e .
2 . 5
Letters were written to the Chairman of the remaining 79 companies 
outlining the nature of the research and asking for their participation. 
Each company would be sent an individual report summarising the replies 
of the interviews. These are to be found in the appendix of this 
research.
t
T H E  M E T H O D  O F  D A T A  C O L L E C T I O N
3. 1
A  n u m b e r  of  s t u d i e s  in  t h e  f i e l d  o f  p l a n n i n g  h a v e  u s e d  p o s t a l  
q u e s t i o n n a i r e s  a s  t h e  m a i n  s o u r c e  of  c o m p a n y  i n f o r m a t i o n  in 
a n  a t t e m p t  t o  o b t a i n  a  l a r g e  s a m p l e .  H o w e v e r ,  t h e  r e s e a r c h e r  
f e l t  t h a t  f o r  t h i s  p a r t i c u l a r  a r e a ,  t h i s  a p p r o a c h  w a s  u n s a t i s -  
f a c t o r y  f o r  t h e  f o l l o w i n g  r e a s o n s  :
(1) T h e  q u e s t i o n s  w o u l d  h a v e  to  b e  s u c h  t h a t  t h e  r e s p o n d e n t  
c o u l d  c o d e  t h e  a n s w e r s  h i m s e l f .  A n y  o t h e r  m e t h o d  of 
r e s p o n s e  w o u l d  r e q u i r e  t h e  r e s e a r c h e r  to  i n t e r p r e t  t h e  
a n s w e r s  w i t h o u t  b e i n g  a b l e  t o  r e f e r  b a c k  t o  t h e  i n t e r ­
v i e w e e  f o r  c o n f i r m a t i o n  o f  c o d in g .
(2) T h e  a m o u n t  of  c o m m i t m e n t  on t h e  p a r t  of  t h e  p e r s o n  
r e p l y i n g  m a y  be  v e r y  l i t t l e .
(3) T h e  r e s e a r c h e r  h a s  no  c o n t r o l  o v e r  t h e  c h o i c e  o f  p e r s o n  
w h o  e v e n t u a l l y  c o m p l e t e s  t h e  r e t u r n .
(4) T h e  C h i e f  E x e c u t i v e  m a y  b e  u n w i l l i n g  t o  d i s c l o s e  i n f o r m a t i o n  
a b o u t  s u c h  a  d e l i c a t e  t o p i c  a s  a c q u i s i t i o n  p r o c e d u r e  w i t h o u t  
h a v i n g  p e r s o n a l  k n o w l e d g e  of t h e  i n d i v i d u a l  c o n d u c t i n g  t h e  
a n a l y s i s  a n d  t h e  s u b s e q u e n t  d e g r e e  t o  w h i c h  t h e  a n s w e r s  w o u l d  
b e  t r e a t e d  a s  c o n f i d e n t i a l .
(5) T h e r e  w o u l d  be  no  o p p o r t u n i t y  f o r  t h e  r e s e a r c h e r  t o  f o r m  a
p e r s o n a l  i m p r e s s i o n  of  t h e  p e o p l e  p a r t i c i p a t i n g .
It w a s  f o r  t h e s e  r e a s o n s  t h a t  i t  w a s  d e c i d e d  to  c o n d u c t  p e r s o n a l  
i n t e r v i e w s  w i t h i n  t h e  c o m p a n i e s  w h o  a g r e e d  to  p a r t i c i p a t e .
TESTS FOR BIAS
Whichever method of approach to the company was used, the researcher would 
encounter a major problem of possible bias in the final sample. The diagram 
below illustrates the situation.
Stage 1 
The population.
Stage 2 
The sample 
chosen at random to 
represent the population (79)
Stage 3
The companies interviewed (15)
It could be argued that stage 3 companies form an unrepresentative section 
of stage 2 companies, and thus any resultant analysis could not be interpreted as 
being representative of the original population. Two methods were used to test 
for bias :
a) comparison of relative size (turnover) and profitability (return on 
capital employed.
b) an examination of the reasons quoted in the refusal letters received.
i
A. Size and profitability
The stage 2 companies were divided into three groups -
1. The companies interviewed (Table 5)
2. The companies which replied but refused to participate (Table b)
3. The companies which were approached but didn't reply. (Table 7)
1971 data was used in this test a.s this was the year when companies 
were approached and when a large proportion of them were interviewed. Data for 
the year ending 1972 was very incomplete and would have been of little value 
in analysis..
'WT
Turnover
. . ( A m )
Return on Capital 
( % )
Richard Johnson 67.99 10.6
Airfix 8.54 17.2
British Oxygen 234.6 12.5
Mann Egerton 57.63 14.6
Laporte 46.28 8.7
Newton Chambers 21.09 . 9.8
Ruberoid 12.58 12.2
Foseco Minsep 47.70 20.8
Calor Gas 26.0 14.5
Steetley 62.27 15.0
Marwin 6.05 Loss
Burton 80.05 10.6
Gliksten 58.68 9.3
Quinton Hazell 21.19 20.6
CIBA-Geigy 72.85 9.1
Armitage Shanks 12.32 15.5
Bibby 97.33 10.6
TABLE 5: Companies Interviewed.
* Return on Capital = Profit before tax
Capital employed
Turnover Return on Capital
Alfred Herbert 37.72 Loss
Seddon Diesel 18.60 13.0
Boots 257.39 22.3
Smith & Nephew 61.06 19.6
Staflex ^ 14.63 11.9
Haden Carrier 67 • 6 11.3
Courage 136.17 8.9
Concrete 28.63 18.3
Lucas 319.8 12.1
Universal Grinding 22.12 16.2
Whitbread 210.2 10.2
EMI 230.57 7.0
Cadbury Schweppes 296.1 13.6
Glaxo 173.0 19.4
Tarmac 154.61 16.6
Gerrard & National Discount NA NA
Doulton 20.96 8.9
Stavely 48.29 6.8
Lloyds NA NA
Babcox & Wilcox 110.59 8.4
Dexion 29.95 7.1
BICC 443.0 13.9
RTZ 445.9 5.6
Trust Houses Porte 180.11 10.5
Beecham 181.80 25.2
Burmah Oil 355.95 6.2
GKN 564.84 13,7
Tilling 319.67 17.0
London Brick 36.02 22.9
Imperial Tobacco 1275.9 13.2
Distillers i 414.0 17.1
Marshall Andrew NA NA
Skefko Kroner 9.3
Rank 157.03 17.5
Table 6; Companies which replied
Turnover Return on Capital
Rockware 33.41 12.8
Hoechst Data in Dm.
Lonhro 192.0 12.1
Mather & Platt 49.35 11.8
A.B. Foods ^ 585.2 17.6
Clarkson International Tools 13.02 15.5
Coats-Patons 303.33 13.7
Court Line 26.61 14.6
Tesco 259.38 33.3
Triumph 39.48 18.2
Trafalgar House 130.67 8.3
Hill Samuel 42.13 1.67
House of Fraser 148.18 12.3
Mather Platt 49.35 11.8
S. Pearson 89.70 13.1
Plessey 258.1 10.1
W.P. Buttefield 21.62 9.3
Crown Cork NA NA
United Builders 78.68 14.3
Mercantile Credit 179.48 9**4
P. & 0. 231.67 2.9
Celloglas * Acquired
Johnson & Blay Acquired
Glynwed 85.79 20.4
LRC International 46.98 19.1
BSR 21.78 34.9
Blagden and Noakes 16.01 22.9
Reyrolle-Parsons 85.92 Loss
TABLE 7• Companies which didn't reply.
* These companies were subsequently acquired and the
required data was not available.
Results of the analysis of variance test conducted to compare the 
three groups in tables 5> 6, 7 are shown below:
(l) Size
Between Group 
Residual
Sum of Squares B.F. Mean square F2j k f
3 315629
V
588134
2
68
157814
8649
18.2
Total 903763 70
TABLE 8
Upper 1 io point F2 = 4.98
Upper 336 point 52>120 _ ^
Therefore there is a significant difference between the size of 
companies in each group, Table 8 shows the mean turnover per group
Group Mean turnover (£m)
Interviewed 55.6
Refused 220.4
Non-replies 124.5
TABLE 9
The analysis shows that, of those companies approached, only the 
smaller ones were prepared to help in the research and thus the results can only 
be said to represent those companies. However, later financial analysis will 
indicate that when the sample companies are compared with companies competing 
in the same markets a wide range of relative sizes is represented. Thus, 
although in absolute terms, only small companies have been included in the 
research, in relative terms } this is not the case:
32
(l) Return on capital
Sum of squares D.F. Mean Square P2.69
Between groups 29.45 2 14.82 2.66
Residual 2723.55 69 39.47
Total 2753.00 71
TABLE 10
Upper 5% point 60 =
Upper point 52 .120 , %07
Therefore there is no significant difference between the profitability 
of companies in each group (see below)
Group Mean profitability
Interviewed 12.45
Refused 13.02
Non-replies 14.09
TABLE 11
B Refusal letters
The reasons quoted in the replies from companies for refusing to 
participate were divided into two broad types -
Type A - those which could be said to be a function of
pre-acquisition procedure or of post-acquisition
i
evaluation of success.
Type B - those which could not be classified as above.
Table 12 shows the answers received.
REASON FOR REFUSAL
Number of 
Companies
T,71oe A
1 The acquisition -which you wish to discuss was 
unsatisfactory, and therefore we feel that our 
comments would be of little value to you.
V
0
2 We have not participated in many acquisitions 
and therefore we do not feel that we could make 
a useful contribution.
4
3 The answers to the questions which you would ask , 
are of a confidential nature.
2
Type B
4 Although we do try to help in this type of study, 
we are not able to comply with all requests.
5
5 We do not participate in this type of study. 1
6 We do not feel that it would be of benefit to us. 2
7 All the executives involved have left the company. 3
8 We are at present involved in a major organisational 
change and do not feel able to participate.
3
9 Our executives do not have the time available at
I
present.
10
10 No reason. 4
TOTAL
Although the responses given in the letters may not always be the real
reason for refusal, the analysis does indicate that it would be
reasonable to assume that the sample covers companies which had varying measures 
of success in their acquisitions. Indeed, later analysis of the results 
strongly supports this view.
The Interviews
collection, it was decided that multiple interviews would be conducted in order 
that a corporate view rather than a personal view would be obtained. This was 
particularly important when asking questions about decisions made some time 
previously, as executives' retention and impressions of relevant factors could 
vary. Consequently, only that data upon which there was consensus amongst 
executives would be regarded as being representative of corporate action.
(See Methodology chapter for a definition of consensus). This approach also 
enabled the researcher to examine the level of agreement amongst executives 
interviewed as to both fact, and the extent of satisfaction to that which they 
perceived to have taken place.
3.4 Method of approach to company:
A letter was written to the Chief Executive of the companies selected stating:
(a) the objective of the research
(b) the institutions supporting the research
(c) the extent of company commitment, an envisaged 4 hours of 
senior executive time.
(d) that they wouldr in turn, receive a report comparing the 
answers of executives.
The letter concluded by asking for a short appointment in order to give a more 
detailed explanation of the work. In all cases where an appointment was granted, 
the company subsequently participated in the research.
3.5 Executives to be interviewed:
At the meeting described in Section 3«4 "the researcher was able to discuss 
the choice of executives to be interviewed. The researcher appreciated that
Having determined that interviews were to be used as the vehicle for data
O o
the number of executives able to make a useful contr.: , lion to the research 
would vary, as would the number that the Chief Execut;. - would be willing to 
allow to participate. However, this would not invalidate the results when 
comparing procedures across companies, as the consensus test described in the 
methodology chapter would be used.
3.6 Acquisitions Discussed:
V
Companies within the sample were selected with a particular acquisition in 
mind and it was important that this should be the one discussed. If the 
researcher allowed the Chief Executive to make the choice, it was possible that 
he would select "the most interesting" or "the most successful" one - this 
could lead to bias in the results. In the event this did not prove to be a 
problem, indeed, in most cases, executives agreed to talk about all acquisitions 
which took place over the time period discussed.
3.7 The method of interview:
The interview followed the format of the questionnaire shown in section 3*8 of 
this chapter and the researcher took full notes of all responses, the questionnaire 
being so arranged that sufficient space was made available. Whenever it was 
necessary for a particular response to be coded, the interviewee was informed 
of the classification used, although at no time did he see the coding sheets.
The latter was particularly important as the researcher did not wish to prompt 
answers which the interviewee felt that he ought to have given. The time taken 
for each interview varied between 1 hour and 3 hours, the mean time taken being 
T|- hours.
3.8 The Questionnaire:
I
NOTE:
f. Answers were coded against the following list 
Financial: Liquidity
Profitability 
Gearing 
P/E or EPS 
Turnover/grow th
Marketing: Products
Markets
Customers
Market size/growth 
Market Share 
Channels/outlets 
Competitors
Production: Raw materials 
Labour
Processes/plant
Distribution
Research
C orporat e: Management
Image 
Legal
Approach from third party.
2. Answers outside the above list were also included in the results.
3. At no time did the interviewee see any of the lists used in codi
SECTION 1: TRIGGER
1. Describe the system used by the company for reviewing corporate 
strategy immediately prior to the acquisition discussed £  answers to be coded 
below/^ .
V
Formal Informal No
♦
SystemRegular Irregular Regular Irregular
Objectives
Constraints
Strengths and
weaknesses
Pro due t/marke t 
strategy
Monitor and control 
systems
2. Did this system signal the need to acquire?
3* Explain the initial reason(s) for the company considering acquisition.
4. If more than one reason is given, rank in order of importance.
NOTE:
Question 2: The categories were defined by the interviewee and thus
could take any form.
Question 3b: Answers were coded against the following list:
Financial: Liquidity 
Profitability 
Gearing 
P/E or EPS 
Size
Marketing:: Turnover 
Penetration 
Product development 
Market development 
Diversification 
Price
Customer service
Production: Capacity utilisation 
Level production 
Costs
Industrial relations 
Distribution
Corporate: Company image
Community service 
Productivity
SECTION TWO - ELIMINATION
1 Did the signal as described earlier focus attention upon specific categoric
of companies?
2 If YES, what was the category of company chosen.
3 Prior to the choice of a company from the above category or, if the answer
to the above is NO, prior to the choice of a short-list, did you formally:
(a) Consider the kind of company you are?
(i.e. 1 tft& concept of the business')
If YES (i) what was your conclusion?
(ii) Do you consider that this was incorrect?
(iii) If YES, what should it have been?
If NO (i) Do you think that this would have been useful?
(ii) If YES, what assessment would you have made?
(b) Evaluate Company Objectives?
If YES (i) In what areas were they defined? Rank them in
order of their importance.
(ii) With hindsight, do you consider that these were 
the right objectives?
(iii) If NO, what should they have been? Rank the 
objectives indicated in order of the importance 
you feel should have been attached to them.
If NO (i) Do you think that this would have teen useful?
(ii) If YES, in what areas were they defined? Rank
them in order of their importance.
(iii) With hindsight, in what areas do you feel the 
objectives should have been classified? Rank 
them in order ;of the importance you feel should 
have been attached to them.
NOTE:
LfV
The areas in which strengths and weaknesses were identified were 
noted against the following list:
Financial: Liquidity 
Profitability 
Gearing 
P/E or EPS 
Size
Marketing: Products 
Markets 
Customers 
Market Share 
Channels
Marketing- Skills 
Market size
Production: Raw materials 
Labour
Processes/plant
Distribution
Research
Corporate: Management
Image
Organisation Structure 
Control Systems
¥(c) Appraise the strength and weaknesses of the
company?
If YES . (i) What were they? Rank them in order of 
their importance.
(ii) Do you think that your assessment was
V
correct?
(iii) If NO, how would you change it?
If NO (i) Do you think that this would have been
useful?
(ii) If YES, how would you have evaluated 
them at the time? Rank them in the order 
of importance you would have attached to 
them.
(iii) Do you think your assessment would have 
been correct?
(iv) If NO, how would you change it?
(d) Consciously choose to concentrate your acquisition 
activities in specific company categories by matching 
strengths or attempting to eliminate weaknesses as you 
assessed them? /T. a. Seek synergy/
If NO Do you think this would have been 
useful?
NOTE: Answers were coded against the following categories
4-,
Financial: Liquidity 
Profitability 
Gearing 
P/E or EPS 
Size
s
Cost
Marketing’: Products
Markets
Customers
Market size/growth 
Market share 
Channels/outlets 
Competitors
Production: Raw materials 
Labour
Pro cesses/plant 
Distribution 
Research/technology
Corporate: Management
Image
Legal
SECTION THREE -  CONCENTRATION
Did you set up criteria which would enable you to choose within the company 
category decided upon?
If YES (i) What were they?
(ii) Rank the criteria above in order
V
of their importance at that time.
(iii) Do you think that the criteria were 
correct at that stage of the company's 
development?
(iv) If NO, how would you have changed them?
If NO (i) Do you think that this would have
been useful?
(ii) If YES, what are the criteria which 
you feel should have applied at that 
stage of the company development?
(iii) Rank them in order of their importance.
SECTION FOUR -  BIB
1 How did you go about the process of acquisition -
(a) Did you slowly buy up shares in the company over 
a period of time or did you make an open 
declaration of intention to buy? (i.e. indirect 
or direct.)
(b) Did you approach the shareholders or the company 
or both.
(c) What was the reason for the strategy chosen
in (b)?
(d) What form did the bid take? shares/cash/debit?
(e) What was the reason for your choice in (d)?
2 For each of the questions in Part 1, do you feel that you made
the correct decisions? If your answer is NO, 'what do you feel 
that you should have done?
3 Did you pay a premium over pre-bid price?
4 Did you pay a premium over net asset value?
5 Did you pay more than your original maximum price?
SECTION 5: POST-MERGER
1 After the acquisition, did you take any action in the following 
areas:
Organisation structure 
Management
V
Asset structure 
Products 
Marketing 
Production 
Control systems.
Outline the changes which took place.
2 Was the action described above preplanned?
3 With hindsight, would you have adopted a different policy? If YES,
describe the change necessary.
4 Was the time taken to complete all planned action -
a) less than anticipated
b) as expected
c) longer than anticipated
5 Do you feel that the acquisition was successful?
Give reasons.
CHAPTER THREE
METHODOLOGY OF DATA ANALYSIS
I N T R O D U C T I O N
1. 1
A  m a j o r  a s p e c t  of  t h e  r e s e a r c h  w a s  a n  a t t e m p t  t o  d e t e r m i n e  t h e  
f i n a n c i a l  s u c c e s s  of  the  c o m p a n i e s  i n t e r v i e w e d ,  a n d  s u r v e y  of  
c o n t e m p o r a r y  r e s e a r c h  in  t h i s  f i e l d  i d e n t i f i e d  a  n u m b e r  o f  p o s s i b l e
m e t h o d s  o f  a p p r o a c h .
-wr
1 . 2
J o h n  K i t c h i n g  a t t e m p t e d  to  r e l a t e d  p o s t - a c q u i s i t i o n  r e s u l t s  t o  p r e ­
a c q u i s i t i o n  f o r e c a s t .  H o w e v e r ,  t h i s  a p p r o a c h  d o e s  r e q u i r e  t h a t  
r e s u l t s  of  t h e  p u r c h a s e d  c o m p a n y  s h o u l d  r e m a i n  i s o l a t e d  f r o m  t h o s e  
o f  t h e  p a r e n t  c o m p a n y  f o r  s o m e  p e r i o d  of  t i m e  a f t e r  t h e  m e r g e r ,  a n d  
i n  c a s e s  w h e r e  r a t i o n a l i s a t i o n  a n d  r e - o r g a n i s a t i o n  h a s  t a k e n  p l a c e ,  
t h i s  i s  n o t  a l w a y s  p o s s i b l e .  In t h e  c a s e  of p r e - a c q u i s i t i o n  f o r e c a s t ,
s u b s t a n t i a l  e r r o r s  c a n  a r i s e  due  t o  l i m i t e d  a c c e s s  to  t h e  c o m p a n y
2?
c o n s i d e r e d  f o r  p u r c h a s e .  A s t u d y  b y  W e s t w i c k  u n d e r l i n e s  the  
m a g n i t u d e  of e r r o r s  m a d e  in  f o r e c a s t i n g  in  s u c h  s i t u a t i o n s .
1 . 3
A n  a l t e r n a t i v e  a p p r o a c h . c o u l d  e n t a i l  t a k i n g  f o r e c a s t s  m a d e  i m m e d i a t e l y  
a f t e r  a c q u i s i t i o n ,  w h e n  t h e  c o m p a n y  h a s  a  m o r e  i n t i m a t e  k n o w l e d g e  
of  n e w  p r o b l e m s  a n d  p o t e n t i a l .  H o w e v e r ,  f e w  c o m p a n i e s  p u b l i s h  
l e n g t h y  f o r e c a s t s  a n d  i n d e e d ,  o f  t h e  f i r m s  w h i c h  M a s o n ^ s t u d i e d ,  n o t  
o n e  p r o j e c t e d  p r o f i t s  b e y o n d  one  y e a r .
1 . 4
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A n s o f f ,  A r n e r ,  B r a n d e n b u r g ,  P e r t n e r  a n d  R a d o s e v i c h  s t u d i e d  t h e  
e f f e c t  of p l a n n i n g  on t h e  s u c c e s s  of  a c q u i s i t i o n s  i n  A m e r i c a n  f i r m s  by 
f i r s t  a s s e s s i n g  t h e  e x t e n t  of  p l a n n i n g  f r o m  d e t a i l e d  q u e s t i o n n a i r e s .
T h i s  w a s  t h e n  r e l a t e d  to  t h e  c o m p a n y ' s  p r e -  a n d  p o s t - a c q u i s i t i o n  
p e r f o r m a n c e .  T w e l v e  p e r f o r m a n c e  m e a s u r e s  w e r e  u s e d ,  a l l  b e i n g  
a v a i l a b l e  f r o m  c u r r e n t  p u b l i s h e d  d a t a .  H o w e v e r ,  i n  o r d e r  to  
e s t a b l i s h  s o m e  m e a s u r e  of  c a u s a l i t y  b e t w e e n  t h e  a c q u i s i t i o n  a n d  
s u b s e q u e n t  f i n a n c i a l  p e r f o r m a n c e ,  i t  w a s  n e c e s s a r y  to  c h o o s e  f i r m s  
w h i c h  h a d  a n  a c q u i s i t i o n - f r e e  p e r i o d  of  s u f f i c i e n t  l e n g t h ,  b o th  b e f o r e  
a n d  a f t e r  t h e  a c q u i s i t i o n  s t u d i e d ,  t o  e s t a b l i s h  r e p r e s e n t a t i v e  
p e r f o r m a n c e  m e a s u i ^ e s  : a  p e r i o d  o f  4 y e a r s  w a s  c h o s e n .
1 . 5
A  t h i r d  a p p r o a c h  u s e d  by  T z o a n n o s  & S a m u e l s 0 , N e w b o u l d  , t h e
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D e p a r t m e n t  of  T r a d e  a n d  I n d u s t r y  , a n d  S i n g h  e n t a i l e d  a n  e x a m ­
i n a t i o n  of  t h e  s i z e  a n d  p r o f i t a b i l i t y  of  c o m p a n i e s  i n v o l v e d  in a c q u i s i t i o n .  
In a l l  c a s e s ,  t h e  s i z e  of  c o m p a n i e s  w a s  m e a s u r e d  a t  o n l y  one  p o i n t  in  
t i m e .  T h e  r e s e a r c h e r  c o n s i d e r e d  t h a t  i t  w o u l d  b e  m o r e  u s e f u l  to  
e x a m i n e  t h e  g r o w t h  in s i z e  of  t h e  c o m p a n i e s  i n t e r v i e w e d  p re  and p o s t  the  
a c q u i s i t i o n  p e r i o d ,  a n d  to  c o m p a r e  t h i s  w i t h  t h a t  o f  t h e i r  c o m p e t i t o r s  
to  d e t e r m i n e  a  t y p i c a l i t y .  In t h e  c a s e  of t h e  l a s t  tw o  s t u d i e s ,  a  m a r k e t  
c o m p a r i s o n  w a s  m a d e ,  b u t  t h i s  s i m p l y  t o o k  t h e  f o r m  o f  a  g r o u p i n g  of  
t h e  c o m p a n i e s  e x a m i n e d  i n to  i n d u s t r i e s .  T h e  c r i t e r i o n  u s e d  w a s  t h e  
S t a n d a r d  I n d u s t r i a l  C l a s s i f i c a t i o n  (SIC) ; t h i s  m e t h o d  g r o u p s  c o m p a n i e s  
by  p r o d u c t i o n  p r o c e s s  a n d  t h e r e f o r e  d o e s  n o t  a u t o m a t i c a l l y  c o m p a r e  
c o m p a n i e s  c o m p e t i n g  in  t h e  s a m e  m a r k e t  s e g m e n t s .
M e t h o d  of  A n a l y s i s  U s e d
2 . 1
It w a s  d e c i d e d  to  d i v id e  t h e  a n a l y s i s  i n to  two  p a r t s  :
( a )  a  s t u d y  of  t h e  f i n a n c i a l  c h a r a c t e r i s t i c s  of t h e  c o m p a n i e s  
i n t e r v i e w e d  u n d e r  t h e  h e a d i n g s  of  P r o f i t a b i l i t y ,  L i q u i d i t y ,
'wr
C a p i t a l  S t r u c t u r e  a n d  E f f i c i e n c y #  A n  a t t e m p t  w a s  no t  
t o  b e  m a d e  to  r e l a t e  t h e s e  r e s u l t s  to  a  p a r t i c u l a r  a c q u i s i t i o n  
a s  i t  w a s  n o t  p o s s i b l e  f o r  t h e  r e s e a r c h e r  to  b e  a s  s p e c i f i c  
a s  A n s o f f  e t  a l i a  in  t h e  c h o i c e  of c o m p a n i e s  t o  b e  s t u d i e d .
(b) a  s t u d y  of  t h e  f i n a n c i a l  p e r f o r m a n c e  of c o m p a n i e s  c o m p e t i n g  
in  t h e  s a m e  m a r k e t  a s  e a c h  s a m p l e  m e m b e r  ; t h e  p e r f o r m a n c e  
o f  e a c h  c o m p a n y  to  b e  r e l a t e d  to  t h e  a v e r a g e  m a r k e t  
p e r f o r m a n c e  . T h i s  t y p e  of  a n a l y s i s  w o u l d  t h u s  a l l o w  the  
s a m p l e  c o m p a n i e s  to  b e  c l a s s i f i e d  a s  h i g h  o r  l o w  p e r f o r m e r s  
r e l a t i v e  to  t h e i r  m a j o r  c o m p e t i t o r s .
2 . 2
It w a s  d e c i d e d  to  s t u d y  on ly  t h e  p e r f o r m a n c e  of  t h e  a c q u i r e r  f o r  tw o
r e a s o n s  :
(a)  A s  d e s c r i b e d  in s e c t i o n  1 . 2  o f  t h i s  c h a p t e r ,  i t  i s  s o m e t i m e s
d i f f i c u l t  to  o b t a i n  m e a n i n g f u l  p o s t - a c q u i s i t i o n  d a t a  f o r  the  
a c q u i r e d  c o m p a n y .
(b)  T h e  r e s u l t s  of t h e  f i n a n c i a l  a n a l y s i s  w e r e  to  b e  r e l a t e d  to  t h e  
p r o c e d u r e  a d o p t e d  by t h e  a c q u i r e r  ; t h i s  i n f o r m a t i o n  w a s  to  be  
o b t a i n e d  f r o m  t h e  i n t e r v i e w s  c o n d u c t e d .
R a t i o s  U s e d  in  C o m p a n y  A n a l y s i s
3.  1
T h e  a n a l y s i s  c o v e r e d  f i v e  m a j o r  a r e a s  :
B a s i c  D a t a  
P r o f i t a b i l i t y  
L i q u i d i t y  
C a p i t a l  S t r u c t u r e  
P e r f o r m a n c e  R a t i o s
S u c h  a n  e x t e n s i v e  a n a l y s i s  w a s  c o n d u c t e d  f o r  t w o  r e a s o n s  :
( a )  O b s e r v e r s  c o u l d  m e n t i o n  m e a s u r e s  i n  a n y  o n e  o f  t h e s e  
a r e a s  a s  e i t h e r  p r i m e  c o m p a n y  o b j e c t i v e s ,  o r  s i g n a l s  
f o r  a c q u i s i t i o n ,  a n d  i t  w a s  i m p o r t a n t  t o  b e  a b l e  t o  r e l a t e  
t h e i r  a n s w e r s  t o  c o m p a n y  p e r f o r m a n c e .
(b) T h e  f i n a l  a n a l y s i s  w o u l d  a t t e m p t  t o  r e l a t e  f i n a n c i a l  
c h a r a c t e r i s t i c s  to  a c q u i s i t i o n  p r o c e d u r e .
3. 2
A  l i s t  of  r a t i o s  u s e d  i s  s e e n  be low ,
M E A S U R E D E F I N I T I O N
B a s i c  D a t a
T u r n o v e r —
N e t  w o r t h  (NW) O r d ina ry  s h a r e h o l d e r s ’ C a p i t a l
N e t  A s s e t s  (NA) T o t a l  A s s e t s  - C r e n t  L i a b i l i t i e s
P r o f i t  b e f o r e  I n t e r e s t —
a n d  T a x  ( P B I T )  V
P r o f i t  a f t e r  T a x  ( P A T ) —
N u m b e r  of e m p l o y e e s —
N u m b e r  of o r d i n a r y  s h a r e s —
P r o f i t a b i l i t y
G r o s s  M a r g i n P B I T /  T u r n o v e r
N e t  M a r g i n P A T /  T u r n o v e r
R e t u r n  on  N e t  A s s e t s P B I T  /  NA
R e t u r n  on  N e t  W o r t h P A T / N W
A s s e t  T u r n o v e r T u r n o v e r  / NW
D i v i d e n d  C o v e r P A T / D i v i d e n d  p a y m e n t
L i q u i d i t y
C u r r e n t  R a t i o C u r r e n t  A s s e t s / C u r r e n t  L i a b i l i t i e s
A c i d  T e s t ( C u r r e n t  A s s e t s  - I n v e n t o r y ) /  C u r r e n t
L i a b i l i t e s
D e b t o r s  ( d a y s ) ( D e b t o r s  x  365)  /  T u r n o v e r
C a p i t a l  S t r u c t u r e
G e a r i n g Long-term D eb t / (D eb t  + NW)
E f f i c i e n c y
T u r n o v e r  p e r  E m p l o y e e —
E a r n i n g s  p e r  s h a r e P A T / N u m b e r  o f  s h a r e s
N e t  A s s e t s  p e r  s h a r e
*52.
T i m e  P e r i o d  of  A n a l y s i s
4.  1
A f i v e  y e a r  p e r i o d  c o v e r i n g  t h e  y e a r s  1967 to  1971 i n c l u s i v e l y  w a s
c h o s e n  f o r  t h e  f o l l o w i n g  r e a s o n s  :
(a)  F i v e  y e a r s  w a s  a  s u f f i c i e n t  t i m e  p e r i o d  o v e r  w h i c h  
to  c o n d u c t  a n  a n a l y s i s  of  t r e n d s .
(b) P r i o r  to  t h e  1967 C o m p a n i e s  A c t ,  i t  w a s  n o t  n e c e s s a r y  
f o r  f i r m s  to  p u b l i s h  s u c h  d a t a  a s  t u r n o v e r .  T h i s  
p a r t i c u l a r  m e a s u r e  w a s  t o  b e  e x t e n s i v e l y  u s e d  in t h e  
a n a l y s i s  of m a r k e t  p e r f o r m a n c e .  (See  s e c t i o n  5 of  t h i s  
c h a p t e r ) .
(c)  T h e  l o n g e r  t h e  t i m e  p e r i o d  u s e d ,  t h e  m o r e  l i k e l y  t h a t  
a c c o u n t i n g  p r o c e d u r e s  h a d  c h a n g e d ,  t h u s  m a k i n g  
r e s u l t s  i n c o m p a t i b l e .
(d) A l t h o u g h  s o m e  d a t a  w a s  a v a i l a b l e  f o r  1972,  n o t  a l l  
w o u l d  b e  p u b l i s h e d  by  t h e  p r o p o s e d  c o m p l e t i o n  of  t h i s  
s t u d y .
M a r k e t  C o m p a r i s o n  - M e a s u r e s  P r o p o s e d
5.1
T h e  s e c o n d  s t r a n d  o f  t h e  s t u d y  w a s  t o  be  a  c o m p a r i s o n  of  t h e  
f i n a n c i a l  c h a r a c t e r i s t i c s  of  t h e  c o m p a n i e s  w ho  p a r t i c i p a t e d .  
H o w e v e r ,  to  c o m p a r e  t h e m  d i r e c t l y  w o u l d  b e  i n v a l i d  a s  e a c h  
e x p e r i e n c e d  d i f f e r i n g  t r a d i n g  e n v i r o n m e n t s .
F o r  e x a m p l e ,  in  1971, a  r e t u r n  on  c a p i t a l  o f  15. 0% w o u l d  be  
p o o r  i n  t h e  S t e e l  M a r k e t  ( m e d i a n  = 19. 0%) b u t  g o o d  in  t h e  C a r  
R e t a i l i n g  M a r k e t  ( m e d i a n  = 1 2 .  0%). It  w a s  t h e r e f o r e  n e c e s s a r y  
t o  f i r s t  r a t e  t h e  p e r f o r m a n c e  of t h e  i n d i v i d u a l  c o m p a n y  a g a i n s t  
t h e  p e r f o r m a n c e  of c o m p a n i e s  c o m p e t i n g  in  t h e  s a m e  m a r k e t .
5. 2
It w a s  d e c i d e d  to  s t u d y  tw o  a s p e c t s  f o r  comparison
(a)  S i z e  a n d  G r o w t h  in  S i z e
(b) P r o f i t a b i l i t y  a n d  G r o w t h  in  P r o f i t a b i l i t y .
In e a c h  c a s e ,  i t  w a s  d e c i d e d  to  s c o r e  t h e  c o m p a n y  s t u d i e d  in  
t e r m s  of  i t s  r e l a t i v e  d i s t a n c e  f r o m  t h e  a v e r a g e  m a r k e t  v a l u e .  
T h u s ,  s o m e  m e a s u r e  of  t h e  v a r i a t i o n  in s i z e  a n d  p r o f i t a b i l i t y  
w i t h i n  t h e  m a r k e t  w o u l d  b e  r e q u i r e d .
5. 3
A n u m b e r  of  m e a s u r e s  c o u l d  be  u s e d  u n d e r  e a c h  h e a d i n g  :
S i z e  - T u r n o v e r
N e t  W o r t h  
N e t  A s s e t s
N u m b e r  of  E m p l o y e e s
Profitability - Gross Margin 
Net Margin 
Return on Net Worth
Return on Net Assets (or Return on Capital Employed)
Net Assets per Share 
Earnings per Share
In each case, the objective of the study was to determine relative performance - 
a ranking of companies, rather than the absolute magnitude of size or 
profitability* Turnover v/as chosen to represent size and Return on Net Assets 
to represent profitability for one main reason - market data v/as more readily 
available for both these measures than any other. However, in his interesting 
study of company performance, Norburn1^ could find no significant difference 
between the ranks attached to his sample companies when any of the criteria were 
used. This was tested further by the researcher. The companies in each market 
sample were ranked by turnover and by net assets for 1969 results. In all cases, 
no significant difference between the rankings was observed - see Table 1.
Board of Trade Classification Number in 
Sample
Spearman1s 
Rho
Significance 
Level (5
26-4 Chemicals 22 0.80 0.360
33-2 Metal working machine tools 12 0.96 0.506
38-1 Motor vehicles 16 0.88 0.425
39-1 Metal goods 21 0.89 0.521
46-4 Building materials 21 0.93 0.521
49-1 Rubber 23 0.76 0.496
81-2 Wholesale distribution 23 0.88 0.496
82-2 Retail distribution 30 0.81 0.430
88-5 Motor repairs, distributors. 27 0.90 0.456
TABLE 1: Significance tests for ranking companies by turnover and net assets.
5 . 4
W h i t t i n g t o n  a n d  S i n g h  ^  t e s t e d  t h e  h y p o t h e s i s  t h a t  p r o f i t a b i l i t y  
i s  r e l a t e d  to  s i z e  ; s i z e  b e i n g  m e a s u r e d  a t  one  p o i n t  in  t i m e  a n d  
p r o f i t a b i l i t y  o v e r  a  p e r i o d  of  t i m e .  T h e i r  r e s u l t s  w e r e  i n c o n ­
c l u s i v e .
In o r d e r  t o  t e s t  t h e  v a l i d i t y  o f  t h i s  h y p o t h e s i s  in  t h e  c a s e  of  t h e  
m a r k e t s  s t u d i e d ,  t h e  s a m p l e  c o m p a n i e s f w e r e  r a n k e d  b y  t u r n o v e r  
a n d  b y  r e t u r n  on  c a p i t a l  f o r  e a c h  o f  t h e  f iv e  y e a r s .  T h e  r e s u l t s ,  
s h o w n  in  t a b l e  2 i n d i c a t e  t h a t  n o  s i g n i f i c a n t  r e l a t i o n s h i p  e x i s t s  
b e t w e e n  t h e  r a n k i n g s  by  s i z e  a n d  p r o f i t a b i l i t y .  In o t h e r  w o r d s ,  
t h e r e  i s  n o  e v i d e n c e  to  s u p p o r t  t h e  h y p o t h e s i s  t h a t  l a r g e r  c o m p a n i e s  
a r e  m o r e  o r  l e s s  p r o f i t a b l e  t h a n  s m a l l e r  o n e s .
t
T A B L E  2 - S I G N I F I C A N C E  T E S T S  F O R  R A N K IN G  C O M P A N I E S
BY T U R N O V E R  A N D  BY R E T U R N  ON  C A P I T A L
B O T
G r o u p
Y e a r S a m p l e
N u m b e r
S p e a r m a n ' s  
R h o
S i g n i f i c a n c e  
L e v e l  ( l  %)
R e s u l t
8 8 / 5 1967 20 -  0. 22 0. 534 S i g .  D i f f e r e n c e
1968 26 -  0. 32 0 . 4 6 5 ii
1969 27 -  0 . 0 1 * 0 . 4 5 6 ti
1970 25 - 0. 12 0 . 4 7 5 ii
1971 21 + 0. 02 0. 521 it
2 6 / 4 1967 16 - 0 . 2 4 0. 601 it
1968 22 - 0. 02 0. 508 ti
1969 22 - 0. 10 0. 360 ii
1970 21 - 0. 06 0 .5 2 1 it
1971 19 -  0. 14 0. 549 it
3 9 / 1 1967 13 - 0. 12 0. 678 it
1968 23 - 0. 10 0 . 4 9 6 ii
1969 21 -  0. 03 0. 521 ii
1970 23 -  0. 45 0 . 4 9 6 ii
1971 20 -  0. 53 0. 534 ti
4 9 / 1 1967 19 + 0. 19 0. 549 ii
1968 21 -  0. 07 0. 521 ti
1969 23 -  0. 30 0 . 4 9 6 ii
1970 21 -  0. 06 0. 521 ii
1971 17 -  0. 15 0. 582 it
S 7
BOT Group Year Sample
Number
Spearman’s 
Rho
Significance 
Level (1
Result
81/2 1967 13 0,08 0.678 Sig.Dif f erence
1968 25 0.05 0.475 n
1969 23 0.34 0.496 11
1970 20 0.07 0.534 n
1971 14 0.10* 0.645 it
82/2 1967 22 -0.0 6 0.508 Sig.Dif ference
1968 32 0.03 0.420 9
1969 32 0.15 0.420 9
1970 28 0.18 0.450 9
1971 21 0.14 0.521 9
46/4 1967 14 -0.19 0.645 Sig.Difference
1968 21 -0.06 0.521 9
1969 21 -0.05 0.521 9
1970 21 -0.15 0.521 91
1971 20 0.00 0.534 9
38/1 1967 8 0.38 0.833 Sig. Difference
1968 15 -0.17 0.623 11
1969 15 -0.19 0.623 n
1970 15 0.03 0.623 11
1971 14 -0.07 0.645 11
33/2 1967 10 -0.03 0.746 Sig.Difference
1968 11 -0.34 0.719 9
1969 11 0.11 0.719 ft
1970 11 -0.13 0.719 9
1971 9 0,15 0.783 9
St
M a r k e t  C o m p a r i s o n  - S o u r c e s  o f  D a ta
T h e  s o u r c e s  of d a t a  e x p l o r e d  a r e  l i s t e d  b e l o w  :
6 . 1
D u n n  a n d  B r a d s t r e e t  - B u s i n e s s  R a t i o s
T h i s  p u b l i c a t i o n  l i s t s  t h e  m e d i a n  a n d  q u a r t i l e  p e r f o r m a n c e  of  a
s a m p l e  of  c o m p a n i e s  in  a  n u m b e r  of  i n d u s t r y  g r o u p s  . H o w e v e r ,
K
p u b l i c a t i o n  c e a s e d  in  1968 a n d ,  a l t h o u g h  a  l i s t  of  s o m e  o f  the  
c o m p a n i e s  s t u d i e d  in  1967 w a s  g iv e n ,  t h e  l i s t  v a r i e d  f r o m  s a m p l e  
t o  s a m p l e ,  t h u s  m a k i n g  i t  d i f f i c u l t  t o  c o m p l e t e  t h e  s t u d y  u p  t o  1971.
6 . 2
D e p a r t m e n t  of  T r a d e  a n d  I n d u s t r y  - B u s i n e s s  M o n i t o r  M3
T h e  D e p a r t m e n t  of  T r a d e  a n d  I n d u s t r y  c o l l e c t s  b a l a n c e - s h e e t  d a t a  
f o r  a l l  q u o t e d  a n d  n o n - q u o t e d  c o m p a n i e s ,  B u s i n e s s  M o n i t o r  b e i n g  a  
s u m m a r y  o f  t h e s e .  A s  c o m p l e t e  d a t a  i s  r e q u i r e d ,  i t  i s  u n l i k e l y  t h a t  
r e s u l t s  f o r  1971 w o u l d  be  a v a i l a b l e  u n t i l  t h e  s u m m e r  of 1973.  T h e  
d a t a  i s  g r o u p e d  i n to  S t a n d a r d  I n d u s t r i a l  C l a s s i f i c a t i o n  (SIC) m a i n  
g r o u p s .  A s  t h e  r e s e a r c h e r  w i s h e d  t o  c o m p a r e  t h e  p e r f o r m a n c e  of  
c o m p a n i e s  c o m p e t i n g  in  t h e  s a m e  m a r k e t s ,  t h i s  m e t h o d  of  c l a s s i f i c a t i o n  
w a s  i n a p p r o p r i a t e  f o r  t h e  s t u d y .  T h e  s o u r c e  w a s  f i n a l l y  r e j e c t e d  
b e c a u s e  t h e r e  w a s  no  i n f o r m a t i o n  o n  t h e  v a r i a b i l i t y  of  f i n a n c i a l  
p e r f o r m a n c e  w i t h i n  e a c h  m a r k e t .
6. 3 
N E D O
T h e  r e s e a r c h  d e p a r t m e n t  of N E D O  h a s  s t u d i e d  t h e  a v e r a g e  p e r f o r m a n c e  
o f  c o m p a n i e s  in  a  n u m b e r  of m a r k e t s ,  e a c h  s t u d y  b e i n g  p u b l i s h e d  
s e p a r a t e l y .  H o w e v e r ,  n o t  a l l  t h e  m a r k e t s  s t u d i e d  by  t h e  r e s e a r c h e r  
a r e  c o v e r e d .
^  O f
6 . 4
D e p a r t m e n t  of T r a d e  a n d  I n d u s t r y
S o m e  of  t h e  r a w  d a t a  f o r  B u s i n e s s  M o n i t o r  M3 i s  s t o r e d  by  
c o m p a n y  on  c o m p u t e r  f i l e s  u n d e r  t h e  m a i n  h e a d i n g s  of  n e t  
a s s e t s ,  p r o f i t a b i l i t y  a n d  l i q u i d i t y ,  a n d  l i s t e d  in  o r d e r  of  
s i z e  b y  n e t  a s s e t s .  T h e  d e p a r t m e n t  h a s  b e e n  c o n c e r n e d  
w i t h  c l a s s i f y i n g  c o m p a n i e s  b y  m a r k e t  s i m i l a r i t y  f o r  s o m e  
p e r i o d  of  t i m e  a n d  t h e  c o m p a n i e s  i n  t h e  c o m p u t e r  p r i n t - o u t  
a r e  g r o u p e d  in  t h i s  w a y .
In c a s e s  w h e r e  t h e  c o m p a n y  c o m p e t e d  in  a  n u m b e r  o f  
' m a r k e t s ’, t h e  o n e  c o n t r i b u t i n g  t h e  m a x i m u m  a m o u n t  t o  
t u r n o v e r  w a s  c h o s e n .  T h i s  m e t h o d  o f  c l a s s i f i c a y i o n ,  p l u s  
t h e  d a t a  a v a i l a b l e  f i t t e d  t h e  r e s e a r c h e r s  r e q u i r e m e n t s  
e x a c t l y .  U n f o r t u n a t e l y ,  i t  h a s  o n l y  b e e n  a v a i l a b l e  s i n c e  1969, 
a n d  1970 d a t a  w a s  n o t  r e l e a s e d  u n t i l  1971.  H o w e v e r  a s  i t  
a p p e a r e d  t h a t  a g g r e g a t e  d a t a  w a s  n o t  a v a i l a b l e  in  t h e  f o r m  
r e q u i r e d ,  i t  w a s  d e c i d e d  t o  u s e  t h e  l i s t  of c o m p a n i e s  a s  t h e  
b a s i s  f o r  t h e  m a r k e t  a n a l y s i s  a n d  t o  s e a r c h  e l s e w h e r e  f o r  d a t a .
6. 5
E x t e l  C a r d s
Of t h e  7 0 0 0  q u o t e d  B r i t i s h  c o m p a n i e s ,  E x t e l  c o v e r s  4 0 0 0  a n d ,  
t h e r e f o r e ,  d a t a  f o r  s o m e  of t h e  c o m p a n i e s  o n  t h e  m a r k e t  l i s t  
w a s  n o t  r e a d i l y  a v a i l a b l e .  A l t h o u g h ,  i t  w o u l d  h a v e  b e e n  p o s s i b l e  
to  s e a r c h  f o r  t h e  r e s t  in  t h e i r  f i l e s  i n  C o m p a n i e s  H o u s e ,  
i n c o n s i s t e n c i e s  in  m e t h o d s  of  a n a l y s i s  c o u l d  h a v e  a r i s e n .  T h e  
d a t a  on  t h e  c a r d s  w a s  in  r a w  f o r m ,  n e t  a s s e t s  w e r e  o n l y  a v a i l a b l e  
f o r  t h e  p r e v i o u s  t h r e e  y e a r s  on a n y  o n e  c a r d  a n d  a  g r e a t  d e a l  of 
c a l c u l a t i o n  p l u s  f u r t h e r  s e a r c h i n g  in  E x t e l  f i l e s  w o u l d  h a v e  b e e n  
r e q u i r e d .
b o  
6 . 6
M o o d i e s  C a r d  a n d  S m a l l  C a r d  S e r v i c e
M o o d i e s  c o v e r  5000  of  t h e  7000  q u o t e d  c o m p a n i e s  a n d  
p u b l i s h  t u r n o v e r  a n d  p r o f i t /  c a p i t a l  e m p l o y e d  f o r  a t  
l e a s t  t h e  p r e v i o u s  f iv e  y e a r s .  It  w a s  d e c i d e d  to  u s e  t h i s  
s o u r c e  f o r  d a t a ,  p a r t i c u l a r l y  a s  m e t h o d  of c a l c u l a t i o n  o f  
r a t i o s  w o u l d  b e  c o n s i s t e n t .  K
6 . 7
C o m p a n i e s  H o u s e  - C o m p a n y  R e p o r t s
T h i s  w a s  r e j e c t e d  in  f a v o u r  of  the  a b o v e  f o r  r e a s o n s  o f  
e a s e  a n d  c o n s i s t e n c y .
M a r k e t  C o m p a r i s o n  - M e th o d  A d o p te d
7. 1
S u m m a r y  o f  s o u r c e s  of  s a m p l e  d a t a  :
C o m p a n y  l i s t  - B o a r d  of  T r a d e  1969 f i n a l  l i s t
T u r n o v e r  -  M o o d i e s  C a r d s  a n d  S m a l l  C a r d s
R e t u r n  on n e t  a s s e t s  -  M o o d i e s  C a r d s  a n d  S m a l l  C a r d s
( o r  R e t u r n  on  C a p i t a l  
e m p l o y e d )
7 . 2
C h o i c e  of  S a m p l e  :
In s o m e  c a s e s ,  t h e  l i s t  of c o m p a n i e s  w i th in  o n e  c l a s s i f i c a t i o n  w a s  so 
e x t e n s i v e  t h a t  a  s a m p l e  w a s  c h o s e n .  In o r d e r  t o  o b t a i n  a  r e p r e s e n t ­
a t i v e  s p r e a d  in  t e r m s  of  s i z e  ; a n d  e q u a l  s p a c e  w a s  t a k e n  b e t w e e n  
e a c h  o b s e r v a t i o n  (i.  e.  e v e r y  3 r d  o r  4 th ) .  In e a c h  c a s e ,  a  s a m p l e  of  
b e t w e e n  20 a n d  3 0 c o m p a n i e s  w a s  c h o s e n .  T h e  r e s u l t s  s h o w n  in 
t a b l e  2, s e c t i o n  5 of  t h i s  c h a p t e r  i n d i c a t e  no r e l a t i o n s h i p  b e tv / e e n  s i z e  
a n d  p r o f i t a b i l i t y  a n d  i t  w a s  t h u s  a s s u m e d  t h a t  no  b i a s  i n  t h e  e s t i m a t e s  
of  p o p u l a t i o n  p r o f i t a b i l i t y  w e r e  i n c u r r e d  by t h e  m e t h o d  o f  c h o i c e  of 
s a m p l e .
7. 3
P r o b l e m  o f  T i m e  P e r i o d s
A l t h o u g h  a l l  c o m p a n i e s  p u b l i s h  a c c o u n t s  f o r  e a c h  y e a r ,  t h e y  do n o t  a l l  
d e f i n e  t h e  y e a r  in  t h e  s a m e  t e r m s .  T h u s ,  s o m e  m a y  u s e  t h e  f i n a n c i a l  
y e a r  a n d  o t h e r s  t h e  c a l e n d a r  y e a r .  T h e  r e s e a r c h e r  d o e s  no t  s e e  a n y  
r e a l i s t i c  m e t h o d  of  a v o i d i n g  t h i s  p r o b l e m ,  a n d  t h e r e f o r e  m e r e l y  w i s h e s  
to  i n d i c a t e  t h a t  i t  c o u l d  c a u s e  s o m e  b i a s  in t h e  f i n a l  r e s u l t s .
M e t h o d  o f  D a t a  A n a l y s i s
8 . 1
T h e  m e a n  a n d  s t a n d a r d  d e v i a t i o n  of  t h e  p o p u l a t i o n  f r o m  w h i c h  e a c h  
s a m p l e  w a s  d r a w n  w a s  e s t i m a t e d  f o r  b o t h  t u r n o v e r  a n d  r e t u r n  on 
c a p i t a l  o v e r  t h e  f iv e  y e a r s .
T h u s  : x  = t u r n o v e r  o r  r e t u r n  o n  c a p i t a l
n  = n u m b e r  of  o b s e r v a t i o n s  i n f s a m p l e
M e a n  = £  x
n
S t a n d a r d  D e v i a t i o n  = / ( x - x ) ‘
n - 1
8 . 2
F o r  e a c h  y e a r ,  t h e  c o m p a n y  i n t e r v i e w e d  w a s  c o m p a r e d  w i t h  t h e  
m a r k e t  b y  m e a n s  of  a  s c o r e  w h i c h  i n d i c a t e d  t h e  d i f f e r e n c e  f r o m  
t h e  m e a n  c o m p a r e d  w i t h  t h e  a v e r a g e  d i f f e r e n c e  f r o m  t h e  m e a n  :
S C O R E  = C O M P A N Y  P E R F O R M A N C E  - M E A N
S T A N D A R D  D E V I A T I O N
Interpretation of Scores
9.1 A positive score indicated above average performance or size 
A zero score indicated average performance or size
A negative score indicated below average performance or size.
9.2 A positive trend in the score of size indicated that the company had grown 
at a greater rate than the companies in the market.
A negative trend in the score of size indicated that the company had grown at
K
a slower rate than the companies in the market.
The same interpretation was applied to profitability.
The complete market analysis for each company can be found with each company 
report.
Problems encountered with Foseco-Minsep
9.3 It was possible to obtain the necessary information in all but one case, that
of Foseco Minsep, where the two acquisitions discussed were made by two very 
distinct divisions operating in different markets. The only data available for 
each of the division was that of Trading Profit and Turnover, and it was therefore 
necessary to test whether margins could be substituted for RONA in this case. 
Accordingly, similar data was collected for all competing companies. For each 
of the years considered, the companies were ranked by Return on Net Assets, and 
by Gross Margin and tested for similarity in ranking. The results, shown in
tables 3 indicated no significant difference in rankings in all but one case.
It was therefore considered valid to use the Gross Margins for the market analysis 
in this case.
c
TABLES 3 
Margins v. ROCE 
A 46-4 - Building and Construction
Year Sample No. Spearman's Rho S.L. Result
1967 10 -0.27
<
10$ Sig. difference
1968 16 0.4 10 $ No difference.
1969 17 0.62 1$ No difference.
1970 18 0.74
1—1 No difference.
1971 17 0.39 10 $ No difference.
B 26-4 - Metallurgy
Year Sample No. Spearman's Rho S.L. Result
1967 15 0.37 10$ No difference
1968 19 0.46 5$ 11
1969 19 O.63 1$ i i
1970 19 0.75 1$ n
1971 19 0.60 1$ 11
Analysis of financial scores
9.4 In order to interpret the results, it was decided to test for consistency - 
an identifiable trend - by correlating the scores described in section 8.1 of 
this chapter and shown in individual reports with time. This is seen in 
columns 7>8,9 of tables 4 and 5. It was therefore possible to classify the 
companies into those which showed significant trends, and those whose performance 
was erratic when compared with competitors, (see tables 6).
9.5 For those companies where a significant trend was identified, the regression 
coefficient was calculated, showing the rate at which Size or Profitability was 
moving against the market, and a ranking obtained (See tables 7).
The companies where no significant trend was identified were ranked by the 
amount by which they fluctuated around the market trend. The standard deviation 
was used as a measure of variability (see tables 8).
In order to obtain an overall ranking of companies, the mean score for both 
Size and Profitability was used (see table*?).
The data shown will be used in the analysis of aquisition
strategies adopted by the sample companies.4"
TABLE 4 SIZE - SCORES
1967 1968 1969 1970 1971 P Df. Result.
Airfix 0.24 0.29 0.45 0.49 0.71 0.77 3 Sig*
British Oxygen 2.20 4.25 5.00 5.90 6.65 0.98 3 Sig
Burton 1.45 1.37 1.23 1.40 1.25 -0.58 3 Not.Sig.
Calor 0.00 0.10 0.07 0.00 -0.05 -0.54 3 Not.Sig.
Ciba-Geigy NA 1.35 1.48 1.40 1.53 0.82 2 Sig
Foseco-Metallurgy NA NA O.46 0.50 0.35 -0.20 1 Not.Sig.
Building NA NA -0.57 -0.63 -O.65 -0.96 1 Not Sig.
Gliksten 0.31 0.41 0.42 0.31 0.91 0.70 3 Sig*
Izal -0.32 -0.40 -0.42 -0.38 -0.49 -0.86 3 Sig
Laporte 0.39 0.69 0.80 0.84 0.7 6 0.78 3 Sig*
Mann Egerton 0.86 1.15 1.70 1.33 0.97 0.19 3 Not Sig
Marwin NA NA -0.52 -0.43 -0.47 -0.55 1 Not Sig.
Quinton Hazell NA -0.35 0.09 0.01 0.06 0.59 2 Not Sig
Richard Johnson 10.11 6.18 5.27 5.69 5.88 -0.72 3 Sig*
Ruberoid -0.33 -0.24 -0.27 -0.36 -0.39 -0.22 3 Not Sig.
Steetley 0.26 O.65 0.63 1.21 1.68 0.96 3 Sig
* Significant at 1070
P = Product moment correlation coefficient.
TABLE 5: PROFITABILITY,  S C O. ;
1967 1968 1969 1970 1971 P Df Result
Airfix 0.30 -0.42 0.28 0.28 -0.07 0.08 3 Not Sig
British Oxygen -0.90 -0.93 -0.90 -0.62 -0.87 0.46 3 Not Sig
Burton -0.77 -0.60 -0.54 -0.60 -0.42 0.84 3 Sig
Calor -0.98 -0.37 -0.19 ?0.02 -0.19 0.78 3 Sig*
Ciba-Geigy -1.17 -1.25 -1.12 -1.03
okn•r-l1 -0.06 3 Not Sig
Foseco-Metallurg,y NA NA 0.84 0.44 0.46 -0.84 1 Not Sig
Building NA NA -1.28 -0.77 -0.08 0.73 1 Not Sig
Gliksten -0.14 0.92 1.15 -0.66 -0.58 -0.44 3 Not Sig
Izal 1.61 0.72 0.63 0.22 1.75 -0.05 3 Not Sig
Laporte -0.59 -0.75 -0.81 -0.74 -1.53 -0.84 3 Sig
Mann E g p x to n 0.34 -0.01 0.34 -0.09 0.14 -0.10 3 Not Sig
Marwin 7.22 2.19 1.21 0.30 -1.22 -0.92 3 Sig
Quinton Hazell -0.34 -0.42 -0.67 -0.05 0.39 0.71 3 Sig*
Richard Johnson -0.01 -0.78 1.34 -0.82 -0.89 -0.30 3 Not Sig
Ruberoid 0.00 -0.35 -0.50 -0.75 -0.52 -0.80 3 Sig*
Steetley 0.12 0.37 0.12 0.12 -0.13 -0.67 3 Sig*
* Significant at 10%
TABLES 6: A SIZE
SIGNIFICANT
TRENDS
NOT SIGNIFICANT 
TRENDS
+ Airfix Burton
+ British Oxygen
f(
Calor Gas
+ Ciba-Geigy Foseco - Metallurgy (P)
+ Gliksten Building (V)
- Izal Mann Egerton
+ Laporte Quinton Haze11
- Richard Johnson Ruberoid
+ Steetley Marwin
B PROFITABILITY
SIGNIFICANT NOT SIGNIFICANT
TRENDS TRENDS
+ Burton Airfix
+ Calor Gas British Oxygen
- Laporte Ciba-Geigy
+ Quinton Hazell Foseco-Metallurgy
- Ruberoid Building
- Steetley Gliksten
- Marwin Izal
Mann Egerton 
Richard Johnson
+ indicates increasing against the market 
indicates decreasing against the market.
TABLES 7: SIGNIFICANT TRENDS
A SIZE:
RankRegression
Coefficient
0.09Airfix
1.06British Oxygen
Ciba-Geigy
0.11Gliksten
-0.03Izal
0.09Laporte
-0.90Richard Johnson
0.34Steetley
B PROFITABILITY
Regression
Coefficient
Rank
Burton 0.07 3=
Calor Gas 0.18 1
Laporte -0.30 6
Quinton Hazel’1 0.10 2
Ruberoid -0.14 5
Steetley o !o7 3=
Marw in -1.87 7
TABLES 8: NOT SIGNIFICANT TRENDS
A SIZE
Standard
Deviation
Rank
Burton
°-v
7
Calor Gas 0.05 3
Foseco-Metallurgy (P) 0.06 4=
Building (V) 0.03 1
Mann Egerton 0.30 8
Quinton Hazell 0.13 6
Ruberoid 0.06 4=
Marwin 0.04 2
B PROFITABILITY
Standard
Deviation
Rank
Airfix 0.28 5
British Oxygen 0.11 2
Ciba-Geigy 0.09 1
Foseco-Metallurgy 0.18 3=
Building 0.50 7
Gliksten 0.34 6
Izal 0.52 8
Mann Egerton 0.18 3=
Richard Johnson 0.85 9
TABLE 9: MEAN SCORES
SIZE
' -- ------ ' ' 1
PROFITABILITY
MEAN RANK MEAN RANK
Airfix 0.436 10 0.074 8
British Oxygen 4.800 2 -0.844 14
Burton 1.452 3 -0.586 12
Calor 0.024 11 -0.350 10
Ciba-Geigy 1.440 4 -1.174 16
Fo seco-Metallurgy(P) 0.437 9 0.580 3
Building(V) -0.617 16 -0.710 13
Gliksten 0.472 8 0.138 6
Izal -0.402 14 0.986 2
Laporte O.696 7 •-1.052 15
Mann Egerton 1.202 5 0.144 5
Marwin -0.473 15 1.940 1
Quinton Hazell -0.047 12 -0.218 9
Richard Johnson 6.626 1 0.232 4
Ruberoid -0.318 13 -0.424 11
Steetley 0.886 6 0.120 7
(P = 0.25, 5/0 SL = 0.377)
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C O NSE NSU S T E S T S
I  A s  t h e  n u m b e r  of  o b s e r v e r s  i n t e r v i e w e d  v a r i e d  f r o m  c o m p a n y  t o  c o m p a n y ,  
i t  w a s  n e c e s s a r y  to  s p e c i f y  s o m e  r u l e  f o r  d e t e r m i n i n g  a g r e e m e n t  a m o n g s t  
o b s e r v e r s . '  I t  w o u l d  b e  n e c e s s a r y  f o r  t h i s  r u l e  to  v a r y  w i t h  t h e  n u m b e r  of  
i t e m s  f r o m  w h i c h  o b s e r v e r s  w e r e  c h o o s i n g  w i t h in  a  p a r t i c u l a r  c o m p a n y ,  a s  
i t  w o u l d  b e  m o r e  l i k e l y  f o r  t h e m  to a g r e e  by  c h a n c e  w h e n  c h o o s i n g  f r o m  a 
f i e l d  of  4 t h a n  w h e n  c h o o s i n g  f r o m  a  f i e l d  of 24.
<
If M = s i z e  o f  f i e l d  f r o m  w h i c h  o b s e r v e r s  c h o o s e ,  a n d  a s s u m i n g  a l l  i t e m s  in
t h e  f i e l d  h a v e  a n  e q u a l  c h a n c e  of b e i n g  c h o s e n  a t  r a n d o m ,  t h e n
P ( o n e  p a r t i c u l a r  i t e m  b e i n g  c h o s e n  a t  r a n d o m )  -  1
M
L e t  N = no .  of  o b s e r v e r s  i n t e r v i e w e d  i n  a  c o m p a n y  (N = 2 — ^ 5 )  
t h e n  u s i n g  t h e  b i n o m i a l  d i s t r i b u t i o n ,
P (  R  o b s e r v e r s  c h o o s i n g  o n e  p a r t i c u l a r  i t e m  a t  r a n d o m )  =
Nl /  1 \ R /  M - l
R! ( N - R ) l  \~M/ \  M
T a b l e s  B s h o w  t h e  p r o b a b i l i t i e s  of  a t  l e a s t  R  o b s e r v e r s  c h o o s i n g  one  p a r t i c u l a r  
i t e m  a t  r a n d o m .  F o r  e x a m p l e ,  in  T a b l e  B3 ,  w i t h  4 o b s e r v e r s  a n d  10 i t e m s  to  
c h o o s e  f r o m ,
(a)  t h e  p r o b a b i l i t y  of  a t  l e a s t  1 p e r s o n  c h o o s i n g  t h e  p a r t i c u l a r
i t e m  c o n s i d e r e d  a t  r a n d o m  = 0. 3439
( P ^ l  + 2 + 3 + 4j  = p r o b a b i l i t y  of  one o r  tw o  o r  t h r e e  of  f o u r
o b s e r v e r s . )
(b) t h e  p r o b a b i l i t y  of  a t  l e a s t  t h r e e  p e o p l e  c h o o s i n g  t h e  p a r t i c u l a r  
i t e m  c o n s i d e r e d  a t  r a n d o m  = 0. 0037
( P [ 3  + 4 ]  = 0. 0037)
T h e r e f o r e ,  i f  t h e  c o n s e n s u s  l e v e l  i s  s e t  a t  t h r e e  ou t  of  f o u r  p e o p l e  c h o o s i n g  
a  p a r t i c u l a r  i t e m ,  t h e  p r o b a b i l i t y  t h a t  t h i s  h a s  o c c u r r e d  m e r e l y  b y  c h a n c e  
= 0. 0037
T h a t  i s ,  P ( e r r o r )  = 0. 0037
J N - R
F r o m  t in  a b o v e  e x a m p l e ,  i f  t h e  r e s e a r c h e r  w e r e  p r e p a r e d  to  t a k e  
m a x i m u m  r i s k  o f  b e i n g  w r o n g  of  0. 10, t h e  c o n s e n s u s  l e v e l  w o u l d  b 
s e t  a t  tw o  o u t  o f  f o u r  p e o p l e  c h o o s i n g  a  p a r t i c u l a r  i t e m ,  s i n c e
P (  2 + 3 +4-J = 0. 0523
It i s  i n  t h i s  w a y  t h a t  T a b l e  A, w h i c h  s h o w s  t h e  r e q u i r e d  c o n s e n s u s  
l e v e l  f o r  v a r y i n g  f i e l d s ,  r i s k s  a n d  o b s e r v e r s ,  w a s  g e n e r a t e d .
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B L E  A C O N S E N S U S  L E V E L S
[E L D 2 O B S E R V E R S 3 O B S E R V E R S 4 O B S E R V E R S 5 O B S E R V E R S
P ( E R R O R ) P ( E R R O R ) P ( E R R O R ) P ( E R R O R )
<0. 10 <0. 05 <0. 01 <0. 10 <0. 05 <0. 01 <0. 10 <0. 05 <0. 01 <0. 10 <0. 05 <0. 0 
..
2 2 2 2 3 3 3 4 4 4 5 5 5
3 2 2 2 3 3 3 4 4 4 4 4 5
4 2 2 2 3 3 3 3 4 4 4 4 5
5 2 2 2 3 3 3 K 3 3 4 3 4 4
6 2 2 2 2 3 3 3 3 4 3 3 4
7 2 2 2 2 3 3 3 3 4 3 3 4
8 2 2 2 2 2 3 2 3 3 3 3 4
9 2 2 2 2 2 3 2 3 3 2 3 4
10 2 2 1 2 2 3 2 3 3 2 3 3
11 2 2 1 2 2
\
3 2 2 3 2 3 3
12 2 2 1 2 2 3 2 2 3
2 3 3
13 2 2 1 2 2 3 2 2 3 2 3 3
14
2 2 1 2 2 3 2 2 3 2 2 3
15 2 2 1 2 2 3 2 2 3 2 2 3
16 2 2 1 2
2 3 2 2 3 2 2 3
17 2 2 1 2 2 3 2 2 3 2
2 3
18 2 2 1 2 2 2 2 2 3 2 2 3
19
2 2 1 2 2 2 2 2 3 2 2 3
2 0 1 2 1 2 2 2 2 2 3 2 2 3
21 1 2 1 2 2 2 2 2 3 2 2 3
22 1 2 1 2 2 2 2 2 3 2 2 3
23 1 2 1 2 2 2 2 2 3 2 2 3
24 1 2 1 2 2 2 2 2 2 2 2 3
25 2 1 2 2 2 2 2 2 2 2 3
26 1 2 1 2 2 2 2 2 2 2 2 3
27 1 2 1 2 2 2 2 2 2 2 2 3
28 1 2 1 2 2 2 2 2 2 2 2 3
29 1 2 1 1 2 2 2 2 2 2 2 3
30 1 2 1 1 2 2 2 2 2 2 2 3
; B1 - 2 O B S E R V E R S
F I E L D P(1 + 2 ) P ( 2 )
2 . 7 5 0 0 . 2 5 0 0
3 . 5 5 5 6 . 1 1 1 1
4 . 4 3 7 5 . 0 6 2 5
5 . 3 6 0 0 . 0 4 0 0
6 . 3 0 5 6 . 0 2 7 8
7 . 2 6 5 3 . 0 2 0 4
8 . 2 3 4 4 . 0 1 5 6
9 . 2 0 9 9 . 0 1 2 3
10 .1 900 . 0 1 0 0
1 1 . 1 7 3 6 . 0 0  83
12 .1 5 9 7 . 0 0 6 9
13 . 1 4 7 9 . 0 0 5 9
1 A . 1 3 7 8 .0 0 5 1
1 5 . 1 2 8 9 . 0 0 4 4
1 6 . 1 2 1 1 . 0 0 3 9
1 7 .1 1 42 . 0 0 3 5
1 8 . 1 0 8 0 . 0 0 3 1
1 9 .1 0 2 5 . 0 0 2 8
20 . 0 9 7 5 . 0 0 2 5
21 . 0 9 3 0 . 0 0 2 3
22 . 0 8 8 8 . 0 0 2  1
2 3 . 0 8 5 1 . 0 0  1 9
2 4 .0 8 1  6 . 0 0 1  7
2 5 . 0 7 8 4 . 0 0 1 6
2 6 . 0 7 5 4 .001  5
27 . 0 7 2 7 . 0 0  1 4
2 8 . 0 7 0 2 . 0 0  13
2 9 . 0 6 7 8 .001  2
30 . 0 6 5 6 .001  1
T A B L E  B2 - 3 O B S E R V E R S
F I E L D
2
3
4
5
6
7
8 
9
10 
1 1 
12 
13 
1 4 
1 5 
1 6 
1 7 
1 8
1 9 
20 
21 
22  
23
2 A
2 5
2 6
2 7
2 8
2 9
30
P ( l + 2 + 3 )
. 8 7 5 0  
. 7 0 3 7  
. 5 7 8 1  
. 4 8 8 0  
. 4 2 1  3 
. 3 7 0 3  
. 3 3 0 1  
. 2 9 7 7  
. 2 7 1 3  
. 2 4 8 7  
. 2 2 9 7  
. 2 1 3 5  
.1 9 9 3  
. 1 870  
.1 7 6 0  
.1 663  
. 1 5 7 6  
. 1 4 9 7  
. 1 4 2 6  
.1 3 6 2  
.1 3 0 3  
. 1 2 4 8  
.1 1 99  
. 1 1 53 
. 1 1 1 0  
. 1 0 7 0  
. 1 0 3 4  
. 0 9 9 9  
. 0 9 6 7
P ( 2 + 3 )
. 5 3 0 0  
. 2 5 9 3  
. 1 563 
. 1 0 4 0  
. 3 7 4 1  
. 0 5 5 4  
. 0 4 3 0  
. 0 3 4 3  
. 0 2 8 0  
. 0 2 3 3  
.01 97 
.01 68 
. 0 1 4 6  
. 0 1 2 7  
. 0 1 1 2  
. 01  0 0  
. 0 0 8 9  
. 0 0 8 0  
. 0 0 7 3  
. 0 0 6 6  
. 0 3 6 3  
. 0 0  55 
.0 0 5 1  
. 0 0 4 7  
. 0 0 4 3  
. 0 0 4 3  
. 0 0 3 7  
. 0 0 3 5  
. 0 0 3 3
<
P ( 3 )
. 1 2 5 0  
. 0 3 7 0  
. 0 1 5 6  
. 0 0  80
• 00  4 6 
. 0 0 2 9  
. 0 0 2 0  
.001  4 
.00 1 0 
. 0 0 0 8  
. 0 0 0 6  
. 0 0 0 5
• 0 0 0  4 
. 0 0 3 3  
.0002 
.0002 
.0002 
.000 1 
. 0 0 0  1 
. 0 0 0 1  
. 0 0 0  1 
. 0 0 0 1  
. 0 0 0  1 
. 0 0 0  1 
. 0 0 0 1  
. 0 0 0 1  
. 0 0 0 0  
. 0 0 0 0  
. 0 0 0 0
? 11L
2
3
4
5
6
7
8
9
10
1 1
12
13
1 A
1 5
1 6
1 7
1 8
1 9
20
21
22
23
2 4
2 5
2 6
2 7
2 8
2 9
30
4 O B S E R V E R S
P ( l + 2 + 3 + 4 )
. 9 3 7 5  
. 8 3 2  5 
.6836 
. 5 9 0 4  
. 5 1 7 7  
. 4 6 0 2  
. 4 1 3 8  
. 3 7 5 7  
. 3 4 3 9  
.31  70 
. 2 9 3 9  
. 2 7 4 0  
. 2 5 6 5  
. 2 4 1 2  
. 2 2 7 5  
.21  53 
. 2 0 4 4  
. 1 94 5 
. 1 8 5 5  
. 1 773  
. 1 6 9 8  
.1 62 9 
. 1 5 6 5  
. 1 5 0 7  
. 1 4 5 2  
. 1 401 
. 1 3 5 4  
. 1 3  10 
. 1 2 6 8
P ( 2 + 3 + 4 )
. 6 8 7 5  
. 4 0  74 
. 2 6 1  7 
.1 80 8 
. 1 3 1 9  
. 1 0 3 4  
. 0 7 8 9  
. 0 6 3 6  
. 0 5 2 3  
. 0 4 3 8  
. 0 3 7 2  
. 0 3 2 0  
. 0 2 7 8  
. 0 2 4 4  
.021  5 
.01 92 
.01  72 
.01 55 
.0  1 40 
. 0 1 2 8  
. 0 1 1 7  
. 0 1 0 7  
. 0 0 9 8  
.0 0 9 1  
. 0 0  84 
. 0 0 7 8  
. 0 0 7 3  
. 0 0 6 8  
. 0 0 6 4
P( 3 + 4 )
. 3 1 2 5  
• 1111
. 0 5 3 8  
. 0 2 7 2  
.0  1 62 
. 0 1 0 4  
. 0 0 7 1  
. 0 0 5 3  
. 0 0 3 7  
. 0 0 2 8  
. 0 0 2 2  
. 001  7 
.001  4 
. 0 0  1 1 
. 0 0 0  9 
•  000  8 
. 0 3 0 7  
. 0 0 0 6  
. 0 0 0 5  
• 0 0 0 4 
. 0 0 0 4  
. 0 0 0 3  
. 0 0 0 3  
. 0 0 0 2  
. 0 0 0 2  
. 0 0 0 2  
. 0 0 0 2  
. 0 0 0 2  
. 0 0 0 1
t
T A B L E  B4 - 5 O B S E R V E R S
F I E L D P ( l + 2 + 3 + 4 + 5 ) P ( 2 + 3 + 4 + 5 ) P ( 3 + 4 + 5 ) P ( 4 + 5 ) P (  5)
2 . 9 6 8 8 .81 25 . 5 3 0 0 .1 875 . 0 3 1 3
3 . 8 6  83 .5 3 9 1 . 2 0 9 9  K . 3 4 5 3 .0 0 4 1
4 . 7 6 2 7 . 3 6 7 2 . 1 0 3 5 . 0 1 5 6 . 0 3 1 0
5 . 6 7 2 3 . 2 6 2 7 . 0 5 7 9 . 0 0 6 7 . 0 0 0 3
6 .5 9 8 1 .1 962 . 0 3 5 5 . 0 3 3 3 . 0 3 0  1
7 . 5 3 7 3 . 1 5 1 8 . 0 2 3 3 . 3 3  1 8 . 0 0 0 1
8 . 4 8 7 1 . 1 2 0 7 .01 61 . 0 3 1  1 • 0 0 0 0
9 . 4 4 5 1 . 0 9 8 2 . 0 1 1 5 . 0 0 0 7 . 0 0 0 0
10 . 4 0 9 5 .081  5 . 0 0 8 6 . 0 0 0 5 . 0 0 0 0
1 1 . 3 7 9 1 . 0 6 8 6 . 0 0 6 5 . 3 0 0 3 . 0 0 0 0
12 . 3 5 2 8 . 0 5 8 6  ' . 0 3 5 1 • 0 0 0 2 . 0 0 0 0
1 3 . 3 2 9 8 . 0 5 0 6 .0 0  43 . 0 0 0 2 . 0 0 0 0
1 A . 3 0 9 6 .0 4 4 1 . 0 0 3 3 .0 0 0 1 . 0 0 0 0
1 5 .2 9 1  8 . 0 3 8 8 . 0 0 2 7 .0 0 0 1 • 0 0 0 0
1 6 . 2 7 5 8 . 0 3 4 4 . 0 0 2 2 .0 3 0 1 . 0 0 0 0
1 7 .2 6 1  5 . 0 3 0 7 . 0 0  1 9 . 0 3 0 1 . 0 0 0 0
1 8 . 2 4 8 6 . 0 2 7 6 .0 0 1  6 • 0 0 0 0 . 0 0 3 0
1 9 . 2 3 6 9 . 0 2 4 9 .0 0 1  3 . 0 0 0 0 . 0 0 0 0
20 . 2 2 6 2 . 0 2 2 6 . 0 0 1 2 . 0 0 0 3 • 0 0 3 0
21 .21  65 . 0 2 0 6 . 0 0 1 0 • 0 0 0 0 . 0 0 0 0
22 . 2 0 7 5 .01 88 . 0 0 0 9 . 0 0 0 0 . 0 0 0 0
23 .1 99 3 .0  1 73 . 0 0 3  8 . 0 3 0 0 . 0 0 0 0
2 4 . 1 9 1 7 .01 60 . 0 0 0 7 . 0 0 0 0 . 0 0 0 0
25 . 1 8 4 6 . 0 1 4 8 . 0 0 0 6 . 0 0 0 3 . 0 0 0 0
2 6 .1 781 . 0 1 3 7 • 0 0 0  5 . 0 0 0 0 • 0 0 0 0
2 7 .1 7 2 0 . 0 1 2 7 . 0 0 0 5 . 0 0 0 0 . 0 3 0 3
2 8 .1 6 6 3 . 0 1 1 9 . 0 0 0  4 . 0 0 0 0 . 0 0 0 0
2 9 . 1 6 0 9 .0 1 1 1 . 0 0 0 4 . 0 0 0 3 . 0 0 3 3
30 . 1 5 5 9 .0  104 • 0 0 0  4 . 0 0 0 0 . 0 0 0 3
t
STATISTICAL ANALYSIS
/ M
.Three criteria are important when choosing a statistical test for 
analysing data, viz;
<
1. The nature of the population from which the data was drawn.
2. The required power-efficiency of the results.
3. The scale of measurement used.
W.2
The most powerful tests are those which fall under the heading of 
parametric statistics, but these tests require that the parameters
of the population from which the data is drawn are known. In the case
of the results of the questionnaire it is not possible to specify 
these parameters or to make any justifiable assumptions and thus 
tests which do not make such assumptions must be sought - i.e. non- 
parametric tests.
ib 3
s
Further, the methods of measurement used in the data collection and 
collation is of a relatively low level. For example, in ranking data 
it is not possible to identify the absolute magnitude of the 
difference in preference between any pair of ranks, nor is it 
possible to assume equal differences. Thus parametric tests, which 
require the use of all the arithmetic operations, are not appropriate.
In the case of non-parametric tests only relative positions are used.
8.4
In the research the data is presented in the form of scores or ranks, and 
the tests used are Chi-squared,-"Spearman's Rank Correlation Coefficient 
and Kendall's Coefficient of Concordance. It is regrettable that,
due to the nature of the data, it is not possible to test the 
interactions using multivariate analysis. However, this is 
overcome to some degree by the use of Kendall’s Coefficient 
of Concordance.
NOTE: A full discussion of the above points may be found in 
Non-Parametric Stastics by S. SiJegel (McGraw-Hill)
KCHAPTER FOUR
ANALYSIS OF RESULTS
£
1 .1  INTRODUCTION
Many authors have suggested that companies lacking a formal planning 
system operate in a condition of problem-solving, rather than one of 
problem-avo idanc e.
Thus in the field of acquisitions, such a system would identify 
the need to acquire, scan the environment, and match possible companies 
with both corporate objectives and its strengths and weaknesses.
Since the process will thus have been a careful one with executives 
aware of the characteristics of the victim firm, it would suggest little 
difficulty in post-acquisition digestion once the acquiring company 
attempts to manage the new addition. This research has studied the 
acquisition process from the initial consideration of such a move, 
to post-acquisition evaluation of success, in 15 U.K. companies. This 
chapter compares their experiences, and in analysing the results, suggests 
how companies can improve their performance. Using the format of the 
questionnaire, viz.
1. Planning system and acquisition trigger.
2. Identification of area of search and internal audit.
3. Pre-acquisition decision criteria.
4. The Bid.
5. Post acquisition action.
Whilst Chapter 5 will summarise the major conclusions of this thesis,
inferences will be made at each stage of the analysis throughout this 
chapter in view of its length and complexity.
THE COMPLETE PROCESS
THE PLANNING SYSTEM:
2,1 Table 1 shows the characteristics of the sample companies at the
time of each acquisition discussed, a test of consensus having been
applied to the responses of executives within each company.
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The following scoring systems were used in order to facilitate 
later analysis.
Section 1: Planning system and acquisition trigger.
Formal or regular - 3
Informal or irregular - 2
No system - 1
No consensus - , 0
r
Thus a high score would indicate a formal, regular system of 
planning, which the executives interviewed agreed to exist.
The maximum possible score is 30 and as in other sections, 
individual scores are shown in percentage form.
Results shown in this table may differ from those in the individual 
reports since the more stringent definition of consensus, as described 
in the methodology section, has been used.
Section 2: Internal audit.
For each area, viz:
Concept of Business 
Objectives
Strengths and weaknesses 
Synergy 
YES = 2
NO = 1
NO CONSENSUS = 0
MAXIMUM POSSIBLE SCORE = 8
Thus a high score indicates a high level of pre-acquisition 
planning and can be related to the normal planning system.
Thus a high score indicates substantial change
Timeliness: Within time = 1
On time = 2
Late = 3
No consensus = 0
Success: Yes = 3
Qualified = ^ 2
No = 1
No consensus = 0
THtC PLAMING SYST;1]M 
2.2 The researcher felt that the type of corporate planning system
used by companies would influence their approach to pre-acquisition
evaluation of strategy. It was therefore necessary to first identify
the extent of planning in each of the sample companies at the time of
the acquisition discussed.
Previous researchers have merely asked one executive if a formal 
system existed; an approach which can be criticised from two aspects -
a) The perception of one person does not necessarily 
comprise the corporate truth.
b) The general nature of the question masks the 
varying nature of the systems.
These points are well born out in the research results as shown 
in the first section of table 1. In some companies there is substantial 
disagreement on the approach to planning adopted and in others the 
extent of formality and regularity varies from area to area. This 
leads to a wide range of scores (see column 7) indicating that the 
sample companies had reached differing stages in their development 
of a planning system. A more detailed study of this section, and in 
particular, the reasons for disagreement, will be discussed later in 
this chapter.
<? / lO
2.3 Executives were asked if the original signal that an acquisition
might he necessary had arisen out of the planning system that they had 
previously described. The responses, summarised in table 2, indicated 
a very strong relationship.
Planning System 
Score^
Acquisition
Trigger
Above Median 
and equal
Below Median Total
YES* 9 0 9
NO 0 5 5
No Consensus 4 2 6
Total 13 7 20
TABLE 2
( X 2= 14.14, d.f. = 2, SL = 5.99J
•^indicates that the trigger had arisen out of the system.
The results indicate that the more formal the planning system 
the more likely it is to initiate the identification of potential 
probelm areas. Whilst this is to be expected, it does emphasise the 
fact that a loose system, i.e. one which is ill-defined and used 
irregularly, is of very limited value. It could be said that on 
this basis, planning does pay.
2.4 Although the results indicate that a formal system tended to
identify the need for acquisition, results were less conclusive when 
responses were probed further. In all but one case, executives explained
I
that the acquisition trigger itself, which had not necessarily emanated 
from a system, focussed attention upon specific categories of company.
Thus the identification of an area of search was independent of the nature 
of the planning system. Taken further, although the trigger had simplified
the choice, it did not influence the extent to which the company subsequently 
conducted an internal audit.
THE AUDIT
In order to examine the relationship between the planning system 
and the extent of company audit, the scores for each of the two 
sections were ranked in order of magnitude. This is shown in table 3»
Co. Planning System Audit Composite Ranking
AA 19
<
16.5 20
AM 12 6 8
B 6 6 6
BE 2.5 2.5 2.5
BR 2.5 2.5 2.5
CK 19 13.5 17.5
CD 19 13.5 17.5
C 7 9 7
FV 9 16.5 11.5
FP 15 19 19
G 12 9 9.5
I 8 19 13
L 12 9 9.5
ME 16.5 11 14
M 16.5 13.5 15
QK 12 19 16
QS 12 13-5 11.5
RJ 5 6 5
R 2.5 2.5 2.5
S 2.5 2.5 2.5
TABLE 3
The Spearman’s Rho test showed no significant difference between
the rankings (p = 0.71» 5i° - 0*377) and thus the extent to 
v/hich companies used a formal, regular planning system was directly 
related to the extent to which they conducted an internal audit prior to 
a choice of company. It is interesting to note that almost all 
executives interviewed did not view the size of the problem, indicated 
by the original trigger, or the size of the proposed acquisition, as
K
being factors which would influence the degree to which preliminary 
analysis was necessary - it was the 'system* which dictated subsequent 
analysis.
PRE-ACQUISITION CRITERIA
In 16 of the 20 cases discussed, executives perceived the existence 
of a list of formal criteria against which to judge possible acquisitions. 
It is therefore important to question whether the formal decision to 
acquire was made before, or after, the creation of a list of decision 
criteria. Although it is not possible to test this directly, consistency
in approach will be tested later in this chapter in order to attempt
»i // w //
to separate emotional from rational decisions. However at this stage,
the data does suggest that those companies with formal planning and 
auditing systems, do tend to formalise acquisition criteria. In the 
one case where no formal criteria were perceived, and the three cases 
where executives could not agree, companies used very informal planning 
procedures, being ranked 11.5» 135 19 and 20 in table 3*
THE BIJ)
All companies made an open declaration of intent to acquire 
directly to the Board of the proposed victim firm: a few had acquired 
shareholdings, but these were considered to be very minor. The 
consensus of opinion amongst the executives interviewed was that this 
was the "only fair way" - "the done thing". The resultant negotiations 
were at least courteous if not friendly - a different picture from
that given in the press.
2.8 As was expected, the method of approach to the acquisition did not
dictate the method of payment, this being a function of the financial
structure and stability of the acquirer and the wishes of the executives
of the acquired company. For six of the ten acquired companies which
were publicly quoted observers explained that the price paid exceeded
the pre-bid price. However when they were asked if the price paid
exceeded the net-asset value, a significant relationship existed between
K
this and the extent of formal planning, in those cases where consensus 
was demonstrated to exist. This is seen in table 4*
Planning and Auditing 
System Score
Above Median Below Median
Exceeded net 5 2 7
assets
Not exceeded 1 5 6
net assets
6 7 13
TABLE 4
X 2 = 3.90, d.f. = 1, 51o SL = 3.84
Thus in relative terms, those companies using the more formal 
planning and auditing systems tended to pay more for their acquisitions 
than those with informal or no system at all. This could be interpreted 
in one of two ways. Either the systems were so rigid that it was 
impossible to turn back once set in motion necessitating the payment of 
a premium, or the more careful search tended to unearth the better prospects . 
which were relatively more e x p e n s iv e .
9 In order to probe the question of emotional decisions further,
executives were asked if the eventual price paid for the acquisition 
exceeded the maximum price determined by internal discussion. It was 
felt by the researcher that a more formal system would set a realistic 
price ceiling, and therefore executives would be more likely to reject
a possible acquisition once the price exceeded this limit. Although the 
research sample is biased in this area, there being no data available for 
proposed acquisitions.which were subsequently rejected, the data obtained 
does not support the above thesis. In the two cases where executives 
perceived the ceiling to have been exceeded, the companies were ranked 
17 and 6 in table 3 - the composite ranking of planning and audit systems - 
and in the four cases where executives could not agree, the companies were 
ranked 2.5» 8, 12, 13 - an even split.
POST-ACQUISITION ACTION
10 Although the scoring in the section dealing with post-acquisition
action is a little crude, it does reflect the relative magnitude of the 
required change as viewed by the executives concerned. The data for the 
areas of change, excluding the questions of timeliness and success, were 
scored and ranked (see Table 1) and then compared with previous data.
No relationship existed between the extent of planning and audit, and the 
extent to which change eventually took place within the victim firm.
( =  0.26, 5i° SL = 0.38) This was not surprising in that acquisitions
would have occurred for varying reasons, which by their very nature implied 
the need for some form of change. However, such change should have been 
anticipated in advance and thus for each category, whether change had or 
had not taken place, executives were asked whether their decisions had been
planned prior to acquisition. It: must be noted that the researcher was
not asking for detailed plans, just an indication of whether the company 
had been aware of the need for the subsequent action or inaction. Table 5 
shows the consensus responses.
Co. Organi­sation
Manage­
ment
Assets Products Marketing Produc­
tion
Control Score
w
AA X X YES YES YES NO X 50
AM YES YES YES YES YES YES YES 100
B NO YES YES YES YES YES YES 93
BE NO YES X YES YES NA YES 75
BR NO YES YES YES r YES NA YES 92
CK NO YES YES YES YES YES YES 93
CD X YES X YES YES YES YES 71
C YES YES YES YES YES YES YES 100
PV YES YES YES YES YES NO YES 93
PP NO NO YES YES YES YES YES 86
G YES YES YES YES YES YES YES 100
I YES YES YES YES YES YES YES 100
L NO YES X YES YES YES X 64
ME YES NO YES YES YES NA YES 92
M X YES X YES YES YES YES 71
QK YES X X YES X NA YES 50
QS YES NO NO YES YES NA YES 83
RS YES YES X X YES YES X 57
R X NO YES YES YES X X 50
S YES YES YES YES YES YES NO 93
TABLE 5
The scoring system applied to this data was:
YES = 2
NO = 1
NO CONSENSUS = 0
A high score indicated that post-acquisition action had been planned prior 
to a final decision to acquire, whilst a low score indicated a high
92
level of confusion within the company on this aspect. Superficially, 
the results indicate a high level of planning - in all cases, action in 
at least half the areas covered was discussed and agreed prior to acquisition. 
However, when examining the table in more detail, it is interesting to 
note that lack of planning tended to cluster around organisation structure, 
asset structure, and management - the more emotive and less tangible areas.
K
When relating these results to previous sections, no causal factors could 
be found. = 0.16, j/o SL = 0.38) - and it would therefore appear that
a rigid, formal planning procedure does not necessarily pre-empt problems. 
Indeed in discussions with executives, the researcher’s overwhelming 
impression was that the two pre-emptive factors which could be identified, 
were the degree of co-operation received from the victim management, 
and the personality and degree of lateral knowledge of the chief executive.
2.11 In all but one case, executives agreed that the acquisitions made
had been successful, although in varying degrees and based upon different 
criteria. The latter are discussed in detail in the individual reports 
and will be analysed later in this chapter.
2.12 When asking about the time taken to absorb the acquisition into the
new parent body, it was evident that specific timetables were laid down 
in very few cases, and only in individual functions. Thus, in asking 
executives if absorption had taken longer or shorter than anticipated, the 
researcher was in danger of obtaining answers based upon varying perceptions 
of ’the plan’. However, it was felt that the results would be useful
in judging the ’mood' of the company. When testing them against earlier 
analysis, the only factor which appeared to contribute to lateness 
was the amount of action required, whether or not it had been planned.
(see Table 6).
.12
Action 
Above Median
Score
Below Median
Late 7 0 7
On time/early 2 6 8
Ho consensus 2 3 5
11 9 20
TABlif 6
( X 2 - 9-09, d.f. = 2, %  SL = 5-99)
An above median action score indicates substantial change, and thus 
companies faced with this were less able to predict the time scale than 
those faced with minor change: the formal planning system, the extensive
internal audit, the formal acquisition criteria were of little help.
SUMMARY
The first section of the analysis has been concerned with the complete 
acquisition process as adopted by the sample companies and agreed upon 
by the executives interviewed, from the planning system used through to 
post-acquisition evaluation of success. As expected the corporate 
planning systems varied in formality, regularity and depth, the latter 
being described by the extent to which the company set prime objectives, 
scanned the environment, evaluated strengths and weaknesses and monitored 
product/market strategy. It was this system, rather than the nature of 
the proposed acquisition, which dictated pre-acquisition procedure; the 
formal or informal nature of the system which monitored corporate performance 
continued through the internal company audit and pre-acquisition criteria.
t
However, it was surprising to find that in only one case did this influence 
continue through the complete process: companies with more formal systems
tended to pay more for their acquisitions in relative terms, than those 
with less formal systems. The extent of pre-acquisition evaluation did
not influence the amount of change necessary in the acquired firm, 
whether or not the need for that change was anticipated; nor did a 
formal evaluation enable executives to be more specific and accurate 
in forecasting the time needed for the necessary changes to be 
completed. Thus it would seem that the mere existence of formal 
procedures within a company does not necessarily pre-empt problems, but rather 
the personalitites of the executives concerned and their use
r
of the contemporary system.
i
THE FLAMING AfiT) ACQUISITION PROCESS RELATED TO FINANCIAL PERTOKMAKCS
3.1 As described in the methodology section, the criteria used for the
financial evaluation of the acquiring companies were
a) whether a trend in either size or profitability 
could be identified 
t) the mean score of size and profitability over the 
five years considered.
For each criterion, company results were scored against those 
of companies competing in the same markets, and thus the next stage 
of the analysis was to study the complete acquisition process as 
described, in relation to the financial performance of the sample companies. 
PLANNING AND SCANNING
3.2 The question of the value of a planning system per se is very much
a matter of debate at present: some authors take the view that formal 
systems lead to better financial performance whilst others suggest that 
the twc factors can not be related in isolation.
3.2,1 Nevertheless, when examining the data, larger companies did
portray differing characteristics from smaller ones, for a significant 
relationship existed between the type of planning and audit systems 
adopted by the companies, and both relative size (/* = 0.55, 5$ SL = 0.37) 
and trend in size (see table 7)«
Planning and Audit
SIZE System 
Above median
Score 
Below median
TOTAL
Significant trend 7 2 9
Not significant 
trend
&
~  3 8 11
TOTAL 10 10 20
TABLE 7
X * 2 = 5.05, d.f, = l, jfo  SL = 3.84
Moreover by relating the'two financial measures it was found that 
the companies showing a significant trend in size albeit positive or 
negative, were also the larger ones in their respective markets.
(see table 8).
SIZE
Mean Si 
Above median
ze Score 
>-
Below median TOTAL
Significant trend 6 2 8
Not significant 
trend 2 6 8
TOTAL 8 8 16
TABLE 8
( X  = 4.0, d.f. = 1, 5io SL = 3.84)
It would therefore appear that the companies which were using a 
more formal system of planning and audit were those which had maintained 
a steady growth over the time period studied and tended tc be larger 
than average in size. But how far did this relationship go? Table 9 
lists those companies showing a significant trend in size ranked by 
the slope of the trend line. Table 10 shows the rest of the sample 
ranked by relative volatility, this being measured by the standard deviation 
of the size scores.
I
Significant Trends
Trend Rank System Rank
AA 5 9
AM 5 5
B 1 3
C 7 4
G 3 6.5
I 8 8
L 5 6.5
RJ 9 2
S 2 1
TAELE 9
( /> = 0.22, 5$ SL = 0.6)
Variability Rank System Rank
BE -9.5 2
BR 9.5 2
CK 3.5 9.5
CD 3.5 9.5
PV 1 4.5
FP 5.5 11
ME 11 6
QK 7.5 8
QS 7.5 4.5
R 5.5 2
M 2 7
TABLE 10
( p  = -0.56, 5$ SL
In each case, no apparent relationship exists between the relative
position of companies in the ranking of planning systems, and the trend 
ranking.
Although companies with a significant trend in size do tend to 
use more formal systems, the degree of formality is not related to the 
rate of growth in size of the company, or to the degree of variability 
in relative size.
Taking one further aspect, that of the relative importance of each 
facet of the system, the role of objectives appeared to be prime both in 
the normal planning system and in the preacquisition internal audit. This 
would suggest that whilst companies are mixed in their use of other aspects 
of the systems, only the larger, more stable ones have recognised the 
importance and value of identifying and monitoring corporate direction 
as specified in prime objectives.
When conducting a similar series of tests using the criterion of
profitability, results proved to be very different. Relative
n o t
profitsand trend in profits were/matched (X = 2.29, d.f. = 1,5$ SL = 3.84); 
nor were those companies with either a significant trend in profitability, 
whether positive or negative, (X= 0.2, d.f. = 1, 5$ SL = 3.84) nor a 
high relative profitability (/* = 0.07. 5$ SL = 0.377) - those which 
tended to use the more formal systems. In other words, if profitability 
is the criterion, planning does not seem to pay.
THE BID
When examining the relationships between the
size and profitability of the acquirer, and the methods of approach and 
payment at the time of the bid, it was found that
the larger companies with the formal systems were those which tended 
to pay a premium above the net asset value of the victim firm, the 
reverse being the case for the, smaller firm (X^ = 4.03, d.f. = 1, 5$ SL 
= 3*84). This is consistent with the findings in section 2.8 of this 
chapter. As in previous analysis, profitability did not appear to play 
any large part, no significant relationship being found with the method 
of payment or the relative cost of the acquisition.
POST-ACQUISITION ACTION
When analysing the amount of change ■which took place within the 
victim firm post acquisit . n, neither profitability nor size appeared 
to play any part /significant trend in size: significant trend in 
profitability:JC'L -0, d.f. = 1, 5i° SL = 3*84: mean size: /°  = -0.1, 5^  
= 0.377) mean profitability: /> = 0.37) 5i° SL = 0.377/. This is 
consistent with previous results and thus contributes further to the 
view that a lack of awareness of potential problems is universal and 
is not a prerogative of the smaller, less profitable or more informal 
companies.
loo
THU INDIVIDUAL SECTIONS
4.1 This section is concerned with an analysis of the approach taken, 
across companies, in the constituent parts of each section. Are 
companies more interested in objectives than in evaluating strengths 
and weakness within the planning system? Is this reflected in the 
pre-acquisition audit? Where is post-acquisiiion action found to be 
most necessary?
THE PLANNING SYSTEM
4.2 Table 11 shows the relative scores for each of the five facets of 
the planning system as agreed by the executives interviewed. The system 
of scoring is that which was described at the beginning of this chapter 
namely -
Formal/Regular - 3
Informal/irregular - 2
No System - 1
No Consensus - 0
Formal Informal
No
Consensus Regular Irregular
No
Consensus
No
System Score
Objectives 8 1 9 9 0 9 2 55
Constraints 6 2 10 7 1 10 2 47
Strengths & 
weaknesses 6 4 5 6 2 7 5 53
Product/
market
strategy 8 2 7 10 0 7 3 61
Control
systems 19 0 1 20 0 0 0 117
MEDIAN 8 2 7 9 0 7 2
TABLE 11
Two major points arise from these results -
l) The very low scores in the informal, irregular and no system 
columns and the relatively high scores in each of the other 
columns, indicate an apparent sharp distinction. It would
appear that companies use either an aspect of the planning 
system on a formal regular basis, or they cannot agree whether 
a particular facet is used, or on what basis. It could be 
argued that the high lack of consensus amongst executives hides 
an embryonic informal/irregular system. This may indeed £ the 
case in some companies, but it must be emphasised that a system 
which is not perceived to exist by a majority of the senior 
executives of the company can hardly be described as a "corporate" 
system - this is what the researcher is attempting to identify.
The substantial lack of agreement amongst executives can be 
interpreted in two ways. Either the system in operation has not 
been sufficiently clearly defined, or, no system exists and 
executives are unwilling to admit the fact to an outsider.
In order to probe these questions, the nature of the disagreement 
will be examined later in this chapter and in particular, the 
role which the chief executive appears to take in defining 
corporate direction.
2) All companies used some form of financial budgetary control 
system, the systems varying widely in complexity and value.
However, for each of the other categories, less than half the 
companies interviewed appeared to consider that they were 
important enough to warrant regular monitoring or discussion.
These are the less tangible and thus more difficult features of 
the planning system. Although all planning facets score 
approximately the same, it is interesting to note that of the 
four, the monitoring of product/market strategy was a more 
regular feature of the systems described than the monitoring of 
environmental factors. These results do not conflict with previous 
analysis where only the larger companies appeared to view the 
setting of prime objectives as an integral part of the planning
process.
Almost all executives felt that the type of system which formally 
and regularly monitored the four areas of prime objectives, the external 
environment, corporate strengths and weaknesses, and product/market 
strategy, was of great value and should be used by their own company. 
However, at the same time, they felt that the system which they perceived 
to exist was the right one for their company "at the time discussed". For 
many executives, the approach was new and they needed time to absorb 
the new techniques and ideas - this was not a "mechanical system to be 
introduced over-night."
THE AUDIT
Table 12 shows the relative importance of each of the prime areas 
of study prior to the decision to acquire.
YES NO NO CONSENSUS
Concept of the Business 16 1 3
Evaluate corporate objectives 10 3 7
Evaluate strengths and 
weaknesses 10 2 8
Seek Synergy 10 6 4
TABLE 12
Consistent with the recognition of the need to identify corporate 
direction, companies discussed their "concept of the business" in 80% 
of the acquisitions under analysis. In some cases, however, particularly 
where a single company was being considered, the researcher was given the 
impression that the definition of the nature of the business was a
I
rationalisation of the decision to acquire. This is not to say that 
the final result was necessarily the wrong one - opportunities which were 
not anticipated and which may substantially change the nature of the 
business do arise from time to time.
The lack of agreement on the questions concerning corporate 
objectives, and those on strengths and -weaknesses, is of the same order 
as in the previous section raising the question of consistency. For 
example, did those companies which had a regular system for evaluating 
strengths and weaknesses use it at the time of the acquisition? Table 13 
shows the data from table 12 re-arranged in order to examine this question. 
It must again be emphasised that "no consensus’1 does not imply no system, 
but rather no agreement amongst executives.
Objectives Strengths and Weaknesses
Planning Audit Planning Audit
System System
AA X X INF. X X
AM X YES INF. IRR. YES
B FOR REG YES FOR REG YES
BE FOR REG YES FOR REG YES
BR FOR REG YES FOR REG YES
CK X X NO SYSTEM X
CD X X NO SYSTEM X
C INF REG X INF REG X
FV X NO X IRR. X
FP NO SYSTEM NO NO SYSTEM NO
G FOR REG. YES X YES
I FOR REG. X NO SYSTEM X
L X YES X YES
ME X X FOR X YES
M NO SYSTEM NO NO SYSTEM NO
QK X X X X
QS X X X X
RJ FOR REG. YES INF. X YES
R FOR REG. YES FOR REG. YES
S FOR REG YES FOR REG. YES
TABLE 13
Taking each of the sections in turn:
Objectives: In 15 of the acquisitions discussed,
consistency in answers is observed, 
consistency being defined by the circled 
results in table 14.
OBJECTIVES Audit
Planning
System No consensus No Yes
No consensus . (6 ) 1 2
No system 0 (2) 0
System* 2 0 (7)
TABLE 14
* including informal systems.
The two cases where executives could not agree on the type of 
planning system but did agree that objectives had been discussed at the 
time of acquisition, were situations where unexpected opportunities had 
arisen: in the one case an acquisition, and in the other a merging of
interests. These changed the nature of the companies involved so much 
that executives felt the need to use otherwise unfamiliar tools of 
evaluation. This need is also seen in the other two sections 
STRENGTHS AND WEAKNESSES
Although there is less consistency here than in the previous section, 
in half the acquisitions discussed, executives did agree that an analysis 
of corporate strengths and weaknesses had taken place. Also, in eight 
of the cases, this was perceived to be a normal part of the planning 
system, (see table 15).
Planning System
Audit
No Consensus No Yes
No consensus (2) 0 2
No system 3 (2) 0
System 3 0 (8)
TABLE 15
In those cases where a system did exist but was not perceived to 
have been used, either the system itself was very unstructured (two 
companies) or the initial reasons for discussing a merging of interests 
were perceived to be so great that any other considerations were minor 
(one company).
SYNERGY
4.4.3 Mary executives felt that the search for synergy in acquisition was 
a luxury that companies could not always afford. It must be noted that 
this question probed beyond the problem of finding a company which, on 
the surface, satisfied requirements as outlined by the initial reasons for 
considering acquisition. Thus in 3 of the 6 cases where this question 
was not discussed at all, the acquisitions were felt to be too small to 
warrant it, and in the other 5 cases, the companies had not selected a 
short-list but were confronted with only one possible victim.
LEVELS OF SATISFACTION
4.4.4 Although in a large number of cases executives agreed that 
discussion had taken place, it did not necessarily imply agreement as to 
the final outcome. Nevertheless', all felt that it had been a useful 
exercise in that possible future strategies had been examined. In almost 
all cases where full discussion had not taken place, executives felt 
that whilst the final decision may not have been changed as a result of 
internal analysis, a fuller understanding of the situation by all would
have resulted - this could only have been of value. In only
one company did executives positively feel that it would
have been of no use, this being a company which had itself been newly
formed as a result of a major acquisition, and where the particular 
acquisition discussed was relatively small. Whilst it is possible that 
in some cases executives were paying lip-service to the concept of 
evaluating corporate strategy as defined in this thesis, the evidence 
does suggest a perceived need for more discussion amongst Board members 
as to the nature of the future direction of their company.
THE BID
4®5 It is interesting to note that as one moves from left to right on
table 1 (the stages of the acquisition process), the level of agreement
improves substantially. It could be argued that this is because later 
events are fresher in the' minds of executives than those of pre-acquisition 
evaluation. Whilst difficult to refute, this suggestion fails to emphasise 
that lack of consensus is also due to lack of communication and discussion 
in areas which executives find difficult, particularly when outside 
pressures to acquire are great and emotions run high - it is often 
easier to do something rather than think about it. Thus substantial 
agreement exists on the nature of the bid, 'no consensus' tending to arise 
when executives had limited financial knowledge and were not involved in 
negotiations.
4.5.1 As described earlier, various methods of payment were used according
to the needs of the acquirer and the acquired. This is seen in table 16.
i
I d  7
Method Number
Cash 6
Shares 1
Loan Stock 1
Cash and Shares 4
Cash and Loan Stock 1
Shares and Loan Stock 4
TOTAL 20
TABLE 16
4.5.2 Table 17 shows the relative price paid in each aquisition as
perceived by the executives interviewed.
Pre-Bid Price Net Assets Maximum Price
Exceeded
1
6 7 2
Not Exceeded 2 6 12
No consensus 2 5 4
Not applicable 10 2 2
TABLE 17
Although a premium was paid over pre-bid price and net asset 
value, in a number of cases it was to be expected in situations where 
the prime-mover was the eventual acquirer.
POST-ACQUISITION ACTION 
4,6 Table 18 shows the amount of change which was deemed necessary
post-acquisition - the scoring system is that used in table 1.
NUMBER OF COMPANIES
SCORE
Major change
3
Minor change 
2
No change 
1
No Consensus 
0
Median
Score
Organisation
Structure 13 4 3 0 3
Management 7 5 8 0 2
Asset
Structure 3 7 10 0 1.5
Products 2 5 15 0 l
Marketing 6 5 9 0 2
Production* 4 2 9 0 1
Control 15 4 0 1 3
TABLE 18
* not applicable in 5 acquisitions.
Thus it was usually necessary to make major changes in the organisation 
structure of the acquired company (score = 3) and in the control systems 
(score =3) which had been used. The asset structure, products and 
production (scores 1.5> 1» l) often the original reasons for acquisition, 
were left alone whilst minor changes were made - management and marketing, 
(scores 2, 2).
.1 Section 2.10 describes the extent to which post-acquisition action
was perceived necessary prior to a final decision to acquire. Were 
these the areas where major changes took place? Table 19 relates the two 
questions.
Degree of Change
Major Minor No Change
Organisation Planned 6 2 2
Structure Not planned 4 1 0
No consensus 3 1 1
Management Planned 4 3 7
Not planned 2 1 0
No consensus 1 1 0
Asset Structure Planned 2 3 8
Not planned 0 1 0
No consensus 1 3 2
Products Planned 2 5 12
Not planned 0 0 0
No consensus 0 0 1
Marketing Planned 6 4 9
Not planned 0 0 0
No consensus 0 1 0
Production Planned 2 2 8
Not planned 1 0 1
No consensus 1 0 0
Control Planned 11 4 0
Systems Not planned 1 0 0
No consensus 3 0 0
TABL3 19
I / O
Again the future plans for products, marketing and production, 
whether major or minor change or no change at all, appear to have been 
well defined and understood by all executives. In the other areas 
with the exception of control, approximately half the changes which 
eventually took place either had not been anticipated or had not been 
adequately discussed and agreed upon. From discussions with executives, 
the researcher formed the impression that they had not always fully 
understood the likely impact of an acquisition upon the acquiring firm. 
This was particularly so when the two managements concerned were asked 
to co-operate in bringing the acquired company into line.
i
AN ANALYSIS OF THE AHSAS OF DISAGREEMENT
As already observed, the level of agreement amongst executives 
increases v/hen moving from left to right in table 1, - i.e, forward in 
time. This section of the analysis concerns those areas where a lack 
of consensus is high - Sections 1, 2 and 3» the pre-acquisition 
procedure.
AHEAS OF DISAGREEMENT
The answers of each executive as to the nature of the planning 
system were examined and compared and the areas under dispute were 
highlighted. Was the disagreement a function of the degree of formality 
and regularity of an existing system, or was it a question as to whether 
a system existed at all? Table 20 shows the results.
OBJECTIVES CONSTRAINTS
STRENGTHS
AND
WEAKNESSES
product/
MARKET
STRATEGY
CONTROL
SYSTEMS
AA SYSTEM SYSTEM SYSTEM FORMALITY
REGULARITY
-
AM SYSTEM SYSTEM -
REGULARITY
-
B - - - FORMALITY
REGULARITY
FORMALITY
CK SYSTEM SYSTEM - - -
CD SYSTEM SYSTEM - - -
FV SYSTEM FORMALITY
REGULARITY
FORMALITY - -
FP - - - - -
G - FORMALITY
REGULARITY
SYSTEM FORMALITY
REGULARITY
-
I SYSTEM SYSTEM SYSTEM SYSTEM -
L - -
ME SYSTEM SYSTEM
REGULARITY
SYSTEM -
M - - - SYSTEM -
QK SYSTEM SYSTEM SYSTEM - -
QS SYSTEM SYSTEM SYSTEM - -
RJ - t
REGULARITY
FORMALITY -
TABLE 20
In the case of company I, the responses of observer 3 were 
included, although he was not employed by the company at the time in 
question and thus had not been included in previous analysis* He 
fulfilled such an apparently vital role in the planning process, that 
of the corporate planner, that any lack olf awareness on his part of 
previous procedures indicated either that the procedures did not exist, 
or that they had not been communicated to him. It is this question of 
lack of communication which is of interest here. Of the 100 identities 
studied (20 acquisitions X 5 planning procedures), disagreement existed 
in 39. Of these, 64$ were disagreements as to whether or not a system 
existed at all. Further analysis indicated that these results cluster 
around the areas of objective-setting and monitoring of the environment. 
Thus although previous analysis has highlighted objectives as being of 
prime importance in the planning process as illustrated in both their 
relationship to financial performance and in executives individual 
responses, it would appear that many companies have been unable to set 
up satisfactory procedures. This does not mean that these areas are 
ignored (if this were the ^ase, executives would agree that no system 
existed) but rather that some executives, being aware of the need for 
such mothods, have been monitoring objectives and constraints individually 
without discussing or formalising results for so long, that they have 
become unable to separate the 'corporate' system from their own.
DISAGREEMENT AND EXECUTIVE FUNCTION
For 17 of the acquisitions discussed, the chief executive of the 
acquiring firm was interviewed by the researcher. Were his responses 
echoed by his directors? Was he the one who led the planning process 
within the company? In the case of pre-acquisition procedure, complete 
agreement with his responses was seen in 74$ of the cases examined, but 
in only 57$ in the case of the normal planning process. Where lack of 
consensus occurred, some agreement with the chief executive was observed 
to exist in 16$ of the cases. Situations where either total disagreement
existed, or, where responses of the chief executive were in conflict 
with those of his directors, were seen in 24$ of the cases for the 
planning process and in 13$ for pre-acquisition procedure. It would 
therefore appear that whatever the form of system in operation, the 
hfiief executive is in control in a majority of the cases. However, 
he does not appear to communicate the planning procedures which he'uses 
very well - some confusion arose in 43$ of the cases discussed. When 
a specific problem, such as the question of acquisition arose, executives 
seemed to have been more aware of the questions probed - some confusion 
arose in only 27$ of the cases discussed
INDIVIDUAL CHARACTER 1STICS
6.0 The next stage of the analysis probes the pre-acquisition procedure 
in more detail and identifies
1. the nature of the acquisition "trigger”.
\  2. the areas in which objectives were specified.
3. perceived areas of corporate strength and weakness.
4. pre-acquisition criteria.
Executives were asked to describe each of the above both as they 
perceived it to be at the time, and as they felt it should have -been 
with the benefit of hindsight. In all later analysis the former is 
identified as "actual" and the latter as "ideal". Whereas it is recognised 
by the researcher that the answers to all these questions are related to 
the individual company, it is nevertheless felt useful to highligh both 
common characteristics and problems.
One of the major strengths of the methodology adopted for this 
thesis is the use of multiple interviews, since additional to individual 
responses to the questions asked, the extent to which executives agree 
is a strong indication of the cohesiveness of the corporate decision­
making process. Thus data will be presented in three forms -
a. that which executives stated to exist.
b. that which executives agreed existed.
c. the levels of agreement amongst executives.
The consensus tests described in the methodology section were used to 
define the second category.
ACQUISITION TRIGGER
6.1 Executives were asked to describe the original reason for the
company to consider an acquisition: their answers are given in detail 
in the individual company reports (see appendix). Table 21 summarises 
the different areas in which these ’acquisition triggers' were 
identified. It must however be noted that although, for example
AA AM B BE BR CK CD c FV FP G I L ME M QK QS RJ R s Total
Liquidity v/ x X 3
Profitability X X X X , 5
Gearing X X X 3
P/E or EPs v/ x 2
Turnover/
Growth
X y X X 4
Products • y X X y 4
Markets X X x X y x/ v/y x X V y 12
Customers X 1
Market size/ 
growth X y •/' ■ vX X 5
Market share y v/ X X 4
Channels/
outlets y \S -X X X X 6
Competitors X y X 3
Raw materials X X 2
Labour 0
Processes/
plant X X X 3
Distribution 0
Research / 2
Management X X /*y y ' X X 7
Image 0
Legal X 1
Approach from 
third party X* \X /
y X 8
TAELE 21 - Trigger, stated reasons
TRIGGER -  Consensus R e p lie s
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TABLE 22 - Trigger, consensus replies
"management" was perceived to be a factor in 7 companies, it was for 
varying reasons, viz
"top management transmitted the right atmosphere to 
the subsidiary companies".
"management was inexperienced in this field".
"lack of specialised expertise".
"too much good management with nothing to do".
The table merely identifies the area, not the specific trigger.
The responses demonstrate an apparent awareness of marketing 
problems in general, and in particular, the question of the markets in 
which the companies operate whether being concerned with the need to 
expand geographically, or the need to lessen reliance upon existing 
product markets. However, although this awareness of marketing problems 
is strongly demonstrated by individual executives, it is not apparent 
when answers are compared - the number of companies in which this was 
perceived to be a factor dropping from l^Lto 3 (see table 23), i.e. 
when consensus tests were applied.
Stated Agreed Agreed
Stated.
Liquidity 3 0 0.00
Profitability 5 1 0.20
Gearing 3 0 0.00
P/E or EPS 2 0 0.00
Turnover/growth 4 0 0.00
Products 4 2 0.50
Markets 12 3 0.25
Customers 1 1 1.00
Market size/growth 5 3 0.60
Market share 4 2 0.50
Channels/outlets 6 5 0.83
Competitors 3 2 O.67
Raw materials 2 0 0.00
Labour 0 0 0.00
Processes/plant 3 0 0.00
Distribution 0 0 0.00
Research 2 1 0.50
Management 7 4 0.57
Image 0 0 0.00
Legal 1 1 1.00
Approach from third party 8 4 0.50
TABLE 23
The substantial erosion in response rates seen when comparing 
tables 21 and 22 and summarised in table 23 clearly indicates a lack
of discussion of problems and communication of solutions within companies.
The extent to which this occurs in individual companies will be examined
later in this chapter.
Although no particular factor dominates the reasons for considering 
acquisition, an examination of table 23, summarised in table 24, does 
suggest variation between the sections.
Staged Agreed Agreed
Stated
Rank
Financial 17 1 0.06 5
Marketing 35 18 0.51 2
Production 7 i 0.14 AT
Corporate 8 5 0.62 1
Third Party 8 4 0.50 3
TABLE 24
A number of points are worth comment -
1. The marketing category dominates both the stated 
and agreed reasons.
2. The highest level of consensus was in the corporate 
category where the reasons suggested were mainly a 
function of the corporate management - a factor more 
likely to impinge directly upon individual executives.
t
3. The substantial erosion in the financial category 
indicates a general awareness of such considerations 
without any specific knowledge.
C O R P O R A T E  O B J E C T I V E S
6.2,1 Table 25 shows the areas in which executives perceived prime
objectives to exist within their company at the time of the acquisition 
discussed.
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TABLE 26 - Consensus Objectives
These results show that executives perceived a number of prime 
objectives to be specified within their company, the objectives 
tending to cluster within the marketing or financial categories.
This highlights two points which the researcher found particularly 
surprising- -
1. although a majority agreed that profitability was "the 
name of the game”, few could specify or quantify the 
actual objective.
2. although all except one were quoted companies, and despite 
the fact that a share exchange was always contemplated if 
not necessarily used, there was little apparent interest 
in the effect of corporate decisions on either price/ 
earnings ratio or earnings per share.
Table 26 shows the areas in which objectives were specified after 
a test of consensus was applied. The results are little short of 
horrifying, particularly when it is noted that executives were not 
asked to specify or quanitify any objectives, merely to identify 
objective areas. It highlights the view that executives tend to 
follow their own individual paths rather than those which have been 
discussed and agreed within the boardroom.
The only two consistent points between the two tables are the
as an objective
emphasis on profitability/ and the apparent total lack of interest in 
production factors. Little change was observed when executives were 
asked to comment upon their company's objectives with the benefit of 
hindsight. Although almost all executives felt that objectives were 
extremely important, and that their company should have made more effort
I
in this field, there was still substantial erosion from those areas which 
were felt to be important by individuals and those upon which they 
could agree, Table 27 summarises the results.
Stated Agreed
Liquidity 5 1
Profitability 19 18
Gearing 6 0 '
P/E or EPS 7 1
Size 7 0
Turnover 4 0
Penetration 13- 1
Product development 16 2
Market development 11 2
Diversification 8 0
Price 0 0
Customer Service 2 0
Capacity Utilisation 0 0
Level production 0 0
Costs 0 0
Industrial relations 4 0
distribution 2 1
Company image 11 0
Community service 1 0
Productivity 7 2
Others 7 1
TABLE 27 - Ideal Objectives
It is agreed by almost all those involved in business that the 
importance of profitability is prime since without it a company cannot 
survive indefinitely. However, there are two schools of thought as to 
its role as an objective - one takes the view that profitability is the 
only possible prime objective, all other factors being the means by 
which it is achieved, the other considers that objectives should be 
Specified in marketing, production and corporate trends, profitability 
being a constraint upon their achievement. Whilst executives voiced both 
of these points of view, no common agreement existed within any company. 
Indeed, many straddled both feeling the need for profitability and other 
objectives to be specified. Thus it is not necessarily the dominance 
of profitability as a prime objective which is disturbing, but rather 
the substantial lack of agreement amongst executives as to the stance 
which their company both adopts and should adopt on this matter. , 
CORPORATE STRENGTHS AND WEAKNESSES
Tables 28 and J>0 show the areas in which executives perceived 
corporate strengths and weaknesses to have been identified at the time 
of the acquisitions discussed.
Tables 29 and 31 show the consensus replies.
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TABLE 29 -  C o rp o ra te  S tre n g th s  : A greed
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TABLE 30 - Corporate Weaknesses : Stated
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TABLE 31 -  C o rp o ra te  W eaknesses : A greed
Yet again disagreement existed between directors, in this 
instance as to areas of corporate strengths and weakness0 These 
results certainly negate previous statements by directors that formal, 
written analyses were conducted and agreed upon for the researcher did 
not request detailed analysis, but merely the general area. However, 
the one factor which withstands the test of consensus better than any 
other is that of "management". The atmosphere which it creates within 
the company, the skills which it both possesses and lacks, its 
aspirations and values are seen by many executives to have been of 
great importance in the acquisition decision.„ This point is further 
emphasised when executives were asked to comment on their perception 
of the strengths and weaknesses analysis with the benefit of hindsight. 
Table 32 summarises the results.
Strengths Weaknesses
Stated Agreed Stated Agreed
Liquidity 6 0 2 0
Profitability 4 1 3 0
Gearing 8 3 5 0
P/E or EPS 4 1 1 0
Size 1 0 2 0
Products 8 5 7 2
Markets 8 2 9 3
Customers 5 0 2 0
Market Share 0 0 6 2
Channels/outlets 4 2 5 1
Marketing skills 4 0 4 1
Market size 0 0 3 0
Raw materials/suppliers 0 0 2 0
Labour 9 0 0 0
Process/plant 1 5 2 0
Distribution 5 0 1 0
Research 2 1 0 0
Management 17 10 20 10
Image 9 2 3 0
Organisation Structure l 1 2 0
Control Systems 6 0 7 1
Other 5 1 6 0
TABLE 32 -  I d e a l  S t re n g th s  and  weakne
In 15 of the 19 cases considered, it was agreed by executives that 
"management" should have been recognised as either a major company 
strength or weakness or both, and, as will be seen later, this 
contributed substantially to the eventual outcome of the venture. 
Additionally, in the remaining four cases, "management" was mentioned 
by some executives but not agreed by a majority. Yet again table 32 
displays the same lamentable lack of agreement in the boardroom, a 
remarkable result considering that executives had had ample time to 
reflect upon the acquisition and discuss their performance both before 
and after the final decision.
At this stage che researcher felt it important to determine 
whether the category of management plus the other 'corporate* factors 
totally dominated the results. Table 33 shows the results summarised 
by category. Note that 'stated' denotes the number of companies in 
which an area was mentioned and 'agreed' the number of companies in 
which there was consensus.
Strengths Weaknesses
ACTUAL Stated Agreed Stated Agreed
Financial 16 5 11 0
Marketing 16 5 30 5
Production 18 5 5 0
Corporate 29 12 25 7
ILEAL
Financial 25 5 12 0
Marketing 29 9 36 9
Production 17 6 ~ 0
Corporate 38 14 38 11
TABLE 33
In each of the above' cases pairs of results were tested to compare 
the relative distribution - for example, was the dominance of the 
corporate category displayed in actual stated strengths maintained when 
a test of consensus was applied? Taking each set of results in turn:- 
Actual v. Ideal:
Degrees of freedom = 3» 5$ SL =.■ 7*82
In all cases, there is no significant difference between the 
emphasis shown in actual and ideal responses,. Thus, although in all 
cases executives felt that more strengths and weaknesses should have 
been recognised than were perceived at the time, the relative emphasis 
in each category was maintained,, The categories of corporate and 
marketing remained dominant.
Stated v. Agreed:
Degrees of freedom = 3j 5% SL = 7<>82
Here again, there is no significant difference between the 
distribution of stated and agreed responses which suggests that the 
lack of agreement amongst executives is common to all categories. 
However many or however f ew factors were ^mentioned within a category 
or whatever their nature, the ability of executives to agree in their 
responses did not change significantly.
Weaknesses, agreed:
Weaknesses, stated:
Strengths, agreed:
Strengths, stated: X 2 = 2.94
X 2 = o.9l
X 2 = °-59 
X 2 = 0.03
Weaknesses, actual:
Strengths, ideal:
Strengths, actual: X 2 = 0.65 
X 2 = 6,06 
=  i «0 o
Weaknesses, ideal 
S tre n g th s  v . W eaknesses
Stated, actual: X 2 = 12.53
Agreed, actual: X 2 = 10.12
Stated, ideal: x 2 = 9.00
Agreed, ideal: X 2 = 5.H
Degrees of freedom = 3» 5^ SL = 7»82
Three of the above four tests proved to be significant, 
indicating a shift in emphasis between strengths and weaknesses. On 
examining table 28, this is explained by a more even spread of 
responses for strengths than for weaknesses where the distinction 
between the corporate and marketing categories and the financial and 
production categories, is more pronounced.
It must be noted here that the apparent lack of strength or 
weakness in the financial and production categories is not necessarily 
a reflection of the true situation. All the data, was collected from 
the responses of executives involved in the acquisition and thus 
reflects those factors which they felt were important. No Fr°duction 
directors were interviewed as in many cases the Chief Executive felt 
that they had not been sufficiently involved in the acquisition 
decision. Many of the remaining directors interviewed commented upon 
their lack of understanding or knowledge of the financial function,. 
Thus the results may be a result of the lack of importance which those 
interviewed attached bo production, and their limited skill in the 
financial area.
ACQUISITION CRITERIA
Executives perceived a large number of areas to have been examined in 
detail prior to a final decision to acquire, and except for a few changes 
in four of the acquisitions, all felt that their perception had been 
correct with the benefit of hindsight. Again however, whatever analysis 
did take place was made insufficiently explicit within the boardroom for 
substantial erosion took place between those criteria stated, and those 
upon which executives agreed (see tables 34 and 35)•
On examining the two tables, financial and production considerations 
appear to be given more importance than had been observed previously, 
whilst ’'management", although mentioned in 16 cases, could only be agreed 
upon in 6. It is interesting that many executives did not feel that it was 
necessary to examine either their own ability to cope with what in most 
cases was a major addition to their own work-load, or the skills and 
weaknesses of the executives of the victim firm. This is particularly 
surprising in view of the previous apparent pre-occupation with their own 
abilities. In the event, some executives commented that a major problem in 
running the new addition was the difference in style and the lack of 
sufficient sympathy between the two groups. However, they also felt that 
this would not have been recognised prior to the acquisition. The researcher 
is of the opinion that this is sometimes a rationalisation. When executives 
have reached this stage in the process, the emotional drive is greater than 
the logical one and executives tend to minimise problem areas.
On examining the separate categories, no significant change in 
emphasis was seen when comparing stated and agreed results, confusion being 
common to all. (See table 36).__ __
AA AM B BE BR CK CD c FV FP G I L ME M Q K QS RJ R ok.) Total
Liquidity 0
Profitabili" y v/ y v/ y V y y V y y V y y 15
Gearing y y 2
P/E or EPs y V x/ y y V y y V 10
Size v/ V 1^’ \ / ' \y 8
Cost y y V" V 7
Products y y y y •y ■ y V M 1*1
:
Markets V y y V y V 12
Customers y y y 4
Market size/ 
growth y y v/ y
/y • 6
Market shar< y \S y y 7
Channels/
outlets y v/
\S \ / . y y 8
Competitors 1
Raw mater­
ials y * y .■ 7
Labour \y y 3
Processes/
plant y  'v/ y y - y 8
Distribu­
tion y v ' \y 3
Research/
technology y ./ 2
Management k y y \y y y -y \y y y \y - 16
Image v/ - v/ 5
Legal ■.y 1
Other V y v/ / •y y 9
TABLE 34 -  A c q u is i t io n  c r i t e r i a  : s t a t e d
AA AM B BE BR CK CD C FV pp G I L ME M QK QS RS R S Total
Liquidity 0
Profitability V v/ v/ v/ V/ 9
Gearing 0
p/E or EPs x/ 1/ 4
Size x/ v 3
Cost 0
Products v/ vk
0
3^
si0
t-3
x/ \/ V 8
Markets v/
!>hd
"d■
»J» dd dd . i-i -•
4
Customers
MO HO 0
Market size/ 
growth x/ v/
K S
2
Market share x/ 1
Channels/
outlets s/ v/ v/ V
I
5
Competitors
1---------------
0
Raw mater­
ials x/ / V 3
Labour
. _
0
Processes/
plant s./ x/ x/ 3
Distribution x/ X
Research/
technology ✓ - 2
Management v/ v' > / x / 6
Image \ / 1
Legal 0
Other
1
0
TABLE 35 -  A c q u is i t io n  C r i t e r i a  : a g re e d
Stated Agreed
Financial 42 16
Marketing 51 20
Production 23 9
Corporate 31 7
TABLE J6
X 2 = 1.54, d.f. = 3, SL = 7.82
Here financial and marketing considerations appear to be more
frequent; the effect on company profitability, the quality and range of
products and the markets served contributing most to this results.
SUMMARY OF PRE-ACQUISITION PROCEDURE
There appears to be a common logic running through the factors 
which are considered at each stage. Table 37 summarises the total results
of each stage and table 38 ranks the categories. As there was no
significant difference between stated and agreed, or actual and ideal 
results, only consensus totals are shown.
TABLE 37 Trigger Objectives Strengths Weaknesses Criteria
Financial 1 13 5 0 16
Marketing 18 3 5 5 20
Production 1 0 5 0 9
Corporate 5 2 12 7 7
TABLE 38 Trigger Objectives Strengths Weaknesses Criteria
Financial 4 1 3 3.5 2
Marketing 1 2 3 2 1
Production 3 4 3 3.5 3.
Corporate 2 3 1 1 4
(Kendall’s coefficient of concordance = 0.25, S = 31.5, 5% SL = 62.6)
Analysis of table shows a singificant difference amongst the 
ranking of categories through each of the five sections and thus indicates 
a change in emphasis throughout the procedure. Whilst not confined to any 
specific area, marketing considerations tended to be the ones which prompted 
companies to consider possible acquisition,, However, these considerations 
became significantly subordinate to profitability in the definition of 
prime corporate objectives which suggest.? that whilst companies recognise 
problems when they arise, little is done in the way of a positive strategy 
to pre-empt them - problem avoiders rather than problem solvers. A large 
number of both company strengths and weaknesses were suggested by 
executives but few remained after a test of consensus was applied, these 
being dominated by the various management characteristics. Having conducted 
an internal audit and have decided to pursue the matter further, executives 
returned to financial and marketing considerations when making a final 
decision, the latter now being concentrated upon the nature of the products 
and markets of the victim firm.
C O M P A N Y  P E R F O R M A N C E
The researcher has already made a number of comments in the previous 
section on the substantial difference between the number of factors 
mentioned in a section and the number upon which executives agreed. This 
raises two very important questions -
1. What is the size of the problem within the company?
2. Is the level of agreement reflected in company 
financial performance?
LEVELS OF CONSENSUS
Three points are of interest when studying company characteristics - 
lo Number of factors stated0
2. Number of factors agreed.
3. The relationship -between the above.
The number of factors stated in any one company is of limited value 
in analysis since it does not take into account either the number of 
people involved o 1c the number of responses per person. For example -
Factor
Company A - Company B
Observer 1 Observer 2 Observer 1 Observer 2 Observer 3
y y_L
2 y y y y
3 y y y
4 y y
5 y y y
In both cases, the number stated is five, but for company A, the 
responses are equally divided whilst observer 1 dominates the results for 
company B.
Thus in calculating a measure of the level of agreement within a 
company it was important to weight the number of factors stated by the 
number of people.
Thus, for Company A:
No. Factors stated = 5
\
No. Factors agreed = 1
Level of consensus = 2_ = 0.33
6
for Company B:
No. Factors stated = 5
No. Factors agreed = 2
Level of consensus = 3 + 2 = O.625
8'
In order to obtain a first impression of the extent of the entire 
problem, median values were calculated for each category, the results 
being summarised in table 39*
Iq-l
ACTUAL No. stated Noo agreed Level of consensus
Trigger 3 1 0.57
Objectives 5 1
00CnJeo
Strengths 5 1 - 0.50
Weaknesses 4 1 0o 20
Criteria 9 3 Oo53
IDEAL
Objectives 6 1 0.56
Strengths 5 2 0.50
Weaknesses 4 1 0.40
Criteria 9 3 0.59
TABLE 39
Taken by itself the small number of items upon which executives 
agreed would not necessarily be surprising since it is quite possible that 
only a few very major factors were considered at any stage of the procedure, 
although this would indicate a very narrow view of the perceived problem. 
However, comparison with the number of items stated to have been considered 
indicates the existence of a contrary situation. In all cases, the 
substantial erosion between stated and agreed as shown by the level of 
consensus which was apparent in earlier analysis is confirmed. The 
suggestion that the level of agreement amongst executives is a function 
of time is however not supported here. The one factor which occurred 
further away in time, the acquisition trigger, is the one upon which 
executives most frequentTy agree. They" “were least able to agree upon 
the identification of corporate objectives and corporate.weaknesses. This 
again supports the view that little formal analysis of discussion actually 
takes place within companies, particularly in areas which executives find 
difficult or where the results are hard to digest - it is always easier to 
recognise ones strengths than to accept ones weaknesses. However, it is
/a-S ,
this apparent failure to 'grasp the nettle' which is often the reason 
for substantial problems arising in Companies when a major change, such as 
an acquisition, takes place„
Perhaps the most surprising part of table 39 is the fact that in 
all cases the level of agreement improves from actual to ideal. Thus it 
would appear that executives are much better able to agree on what should 
have been, rather than that which actually occurred. This is a very 
strange result and prompts the researcher to ask why exectuves did not 
act more in unison, since they appear to think in unison. Once again, 
the answer would appear to be lack of communication - a pre-occupation 
with day-to-day operational matters which leaves little, if any, time 
for strategic considerations until almost too late.
7.2 As described in the previous section, variability in the level of
agreement amongst executives varied across each of the sections discussed.
The question of variability within sections therefore arises. Were 
executives consistent in their responses? Did they maintain their 
performance relative to other companies throughout their answers?
Table 4-0 lists the levels of consensus in each category and the results 
were then ranked in order of magnitude. (Table 41). Where no consensus 
occurred, items were ranked according to the number of items stated.
Trigger Objectives Strengths Weaknesses Criteria
AA .60 .00 •33 .00 o73
AM 1.00 .25 •33 .00 .46
B 1.00 .50 .36 .40 .50
BE o50 .15 086 •33 • 75
BR .50 .15 .86 •33 • 75
CK .83 .00 .00 .40 •47
CD .25 .00 .00 .67 .25
C .67 - - - -
FV .67 1.00 .00 .00 .00
FP .86 1.00 - - .40
G .86 .55 .75 .71 .83
I •57 .00 .00 .00 • 50
L .67 .61 .50 .40 .67
ME .00 .00 .57 .00 .67
M .00 .00 - - .23
QJC .50 .50 1.00 .00 .71
QS •43 .50 1.00 .00 • 36
RJ .67 .50 .87 .20 .53
R .00 .28 .00 .00 .54
S .80 .25 • 75 .67 • 59
TABLE 40 - Levels of Consensus: Actual
't-s
Trigger Objectives Strengths Weaknesses Criteria Composite
Ranking
AA 10 14 11.5 12.5 4 10
AM 1.5 10.5 11.5 12.5 14 9
B 1.5 6.5 10 4.5 11.5 4
BE 13 12.5 4.3 7-5 . 2.5 7.5
ER 13 12.5 4.5 7.5 2.5 7.5
CK 5 16 14.5 4.5 13 12
CD 16 16 13 2.5 17 16
0
FV 8 1.5 16 16.5 19 15
FP 3o5 1.5 18.5 18.5 15 13
G 3.5 4 6.5 1 1 1
I 11 18.5 17 16.5 11.5 18
L 8 3 9 6 6.5 2
ME 18.5 18.5 8 15 6.5 17
M . 18.5 16 18.5 18.5 18 9
QK 13 6.5 lo5 12.5 5 6
QS 15 6.5 1.5 12.5 16 11
RJ 8 6.5 3 9 10 5
R 17 9 14.5 10 9 14
S 6 10.5 6.5 2.5 8 3
TABLE 41
Kendall's Coefficient of Concordance = 0.38, S = 5421,0C*= 34*2, 5$ SL = 28.87 
NB High rank = high agreement.
Prom the .abo;ve_ analysis, results indicate no significant difference amongst 
rankings for each category, executives being consistent in their responses such 
that a high level of agreement upon the nature of the acquisition figure was 
maintained throughout the analysis; and similarly for low agreement it was thus 
possible to maintain a composite ranking of all companies. This is shown in 
column 7 of table 41-
Was this consistency maintained, when executives were asked to comment 
upon the situation with thfe benefit of hindsight? Table 42 shows the levels 
of agreement under ’ideal* circumstances ranked in order of magnitude,,
Objectives Strengths Weaknesses Criteria
AA 15° 5 12.5 8.5 6
AM 15° 5 12.5 8.5 14
B 5 14 8.5 12
BE 17° 5 2 12 3
BR 17° 5 2 12 3
CK 9*5 18.5 3 13
CD
n
9°5 18.5 1.5 16
V
FV 12.5 10.5 15°5 19
FP 12.5 16 17 3
G 4 5°5 4 1
I 2 15 5°5 5
L 2 10.5 8.5 8.5
ME 8 9 15°5 8.5
M 19 2 5°5 17
QK 2 5-5 12 7
QS 12.5 5°5 18 15
RJ 6.5 8 14 18
R 12.5 17 19 11
S 6.5 5-5 1.5 10
Kendall’s Coefficient of Concordance = 0.28, S = 2524,X?= 21.03
TABLE 42
Surprisingly, although previous results had indicated that executives 
agree more on the pre-acquisition procedure which should have been adopted, 
this analysis indicates a significant difference in the rankings. Thus
consitency is not maintained but where do changes occur? For each 
category, the ranking for actual and ideal were compared in order to 
isolate those categories where the variation occurred. Table 43 lists 
the resultso
Category Spearman’s Rho No.
Ranked
Significance
Level
%
Result
Objectives 0o2 6 19 0.388 Sig.Difference
Strengths 0.59 19 Oo 388 No.Sig.Difference
Weaknesses 0o51 19 0o388 No Sig.Difference
Criteria O.76 19 0.388 No Sig.Difference
TABLE 43.
The results show quite clearly that executives change the degree of 
emphasis from those objectives which are perceived to exist, to those 
which they perceive should exist. This ’dissatisfaction’ failed to 
exist with regard to the other categories.
FINANCIAL PERFORMANCE
The analysis to date has identified both varying and common 
characteristics amongst the companies, studied - were these reflected in the 
relative financial performance of the companies? In each of the five 
categories the three measures of number stated, number agreed, and level 
of agreement, were compared with the various financial measures. Where 
companies were divided into significant and non-significant trends the 
Chi-squared test was used, and where they were ranked by mean socres the 
common ranking of companies by level of agreement was compared using 
Spearman's Rank Correlation Coefficient. The former will be examined first 
and an example of the calculation is shown below:
For Trigger, number of stated reasons, and significant trend in size -
Number of stated reasons Total
Above median Below median
Significant trend 6 3 9
Not significant trend 6 5 11
Total 12 8 20
TABLE 44
Null hypothesis: No relationship between the two measures.
3C2= 0.29, degrees of freedom =1, 5% SL = 3c84 
Therefore, accept the null hypothesis that no relationship exists between 
the number of stated reasons and trend in size.
SIGNIFICANT TREND - Actual responses
The results in table 45 show only two significant relationships 
involving the level of agreement upon the acquisition trigger and stability 
of performance in both size and profitability, as indicated by an
identifiable trend._________________________
MEAN FINANCIAL PERFORMANCE (MEAN SCORES) - Actual responses
Again, only two significant results were obtained - in both cases when 
comparing the number of agreed reasons with the relative size of the companie 
Thus, in the case of both corporate strengths and acquisition criteria, not 
only was the level of agreement higher than for other categories (median =
0.50 and 0.53 respectively) but also executives in the larger of the sample
Category Measure FinancialMeasure
Chi-sqt}.ared Result
TRIGGER Stated Reasons Size 0.29
Profit 1.64
Agreed Reasons Size 1.82
Profit 0.00
Consensus Levels Size 5.06 *
Profit 7.2 *
OBJECT­ Stated Reasons Size 1.31
IVES Profit 0.55
Agreed Reasons Size 0.25
Profit 2.27
Consensus Levels Size 0.33
Profit 1.25
STRENGTHS Stated Reasons Size I.65
Profit 0.09
Agreed Reasons Size 2.23
Profit 0.30
Consensus Levels Size 0.03
Profit 0.04
WEAKNESSES Stated Reasons Size 0.00
Profit 1.59
Agreed Reasons Size O.58
Profit 0.04
Consensus Levels Size 0.04
Profit 3.06
CRITERIA Stated Reasons Size 0.86
Profit 0.00
Agreed Reasons Size 2.25
Profit 0.00
Consensus Levels Size 0.86
Profit O.85
TABLE 45
companies achieved a better level of consensus than those in the smaller 
companies. Did this picture remain when executives were as.’ced to comment 
upon the pre-acquisition procedure adopted with the benefit of hindsight? 
The same format of analysis was adopted for 'ideal’ responses.
Category Measure Financial
Measure
Chi-squared Result
TRIGGER Stated Reasons Size 0.14
Profit Oo33
Agreed Reasons Size 0.79
Profit 0.20
OBJECTIVES Stated Reasons Size 0.41
Profit 2.27
Agreed Reasons Size 2.25
Profit 0.24
STRENGTHS Stated Reasons Size 0.87
Profit 0.09
Agreed Reasons Size 8.0 6 *
■ Profit 3-30
WEAKNESS.ES Stated Reasons Size 0.22
Profit 1.06
Agreed Reasons Size 2.81
Profit 3o06
CRITERIA Stated Reasons Size 0.07
Profit 0.04
Agreed Reasons Size 6.26 *
Profit 0.24
TABLE 46
/SI
8.4 SIGNIFICANT TREND - Ideal responses.
Category Measure Financial
Measure
Chi-squared Result
OBJECTIVES Stated Reasons Size lojl
Profit 0.04
Agreed Reasons Size 6 o25 *
Profit 0.04
Consensus Levels Size 60OO *
Profit 1.25
STRENGTHS Stated Reasons Size 80 30 *
Profit 4o97 *
Agreed Reasons Size 6.2 6 *
Profit 3d7
Consensus Levels Size O.32
Profit 1.25
WEAKNESSES Stated Reasons Size 0o64
Profit 0.01
Agreed Reasons Size 4o91 *
Profit 0.40
Consensus Levels Size 6.79 *
Profit O.44
CRITERIA Stated Reasons Size O089
Profit 0.03
Agreed Reasons Size 2 c 34
Profit Oo 12
Consensus Levels Size 0.75
Profit 0.81
TABLE 47
These results are very interesting since not only are many more 
significant results obtained, but also the dominant characteristic is a 
significant trend in size. Thus those companies whose size showed an 
identifiable trend, whether positive or negative, were those where 
executives -
1. agreed upon more objectives, strengths 
and weaknesses.
2. stated more strengths.
3. agreed more upon corporate objectives 
and weaknesses.
In only one case was a significant trend in profit an identifiable factor, 
this occurring when examining the number of corporate strengths stated 
by executives. Was this dominance of size continued when substituting 
the actual magnitude of size and profit for a significant trend in size 
and profit? Table 48 in the next section shows the results of such 
an analysis.
MEAN FINANCIAL PERFORMANCE - Ideal reasons.
Compared with the similar analysis of ’actual1 responses, there are 
two additional significant results both involving the relative magnitude 
of profitability. Thus the more profitable companies stated more 
objectives and agreed upon the existence of more strengths than the less 
profitable companies.
Category Measure Financial
Measure
Chi-squared Result
OBJECTIVES Stated Reasons Size 0„9l
Profit 4.91 *
Agreed Reasons Size 1.58
Profit 1.58
STRENGTHS Stated Reasons Size 2.49
Profit 0.55
Agreed Reasons Size 6.26 *
Profit 4.66 *
WEAKNESSES Stated Reasons Size 0.34
Profit 0.64
Agreed Reasons Size 0.91
Profit 0.01
CRITERIA Stated Reasons Size 1.75
Profit 0.32
Agreed Reasons Size 4.03 *
Profit 0o02
TABLE 48
The results of the financial analysis to date are very mixed, the 
most noticeable points being a tendency for size, whether an identifiable 
trend or relative megnitude, to occur as a significant factor more 
frequently than profit. Further analysis underlines this observation. 
Table 41 ranks the companies in order of the level of agreement amongst 
executives over all categories of trigger, objectives, strengths, 
weaknesses and acquisition criteria. This ranking was compared with 
the ranking of companies by mean size and mean profitability. The
/Sf
results were:
SIZE: Spearman’s Rho = 0.52
PROFIT: Spearman’s Rho = 0.10
5$ significance level = 0.388
This shows a significant relationship between the size and levels of 
agreement such that the larger the company, the greater the agreement 
amongst executives on pre-acquisition procedure. Superficially, this 
would appear a strange result, as a first reaction would be to expect 
this to occur in the smaller companies where a greater opportunity exists 
for executives to be involved in all aspects of the decision-making 
process. However, reference to the earlier sections of this chapter 
highlights the relationship between size and the type of planning 
system. Thus, whilst not implying any causality, it must be noted that 
the larger companies with the more formal planning systems are those
where agreement is highest. Again it would appear that planning does
pay.
8.7 When executives were allowed to criticise or comment upon pre­
acquisition procedure, the situation in the preceding paragraph did 
not apply. Previous analysis had shown that in this situation levels 
of agreement varied within the company according to the matter discussed, 
and thus it was necessary to test each section separately. The results 
were as shown below:
CATEGORY FINANCIAL
MEASURE
SPEARMAN'S
RHO
Objectives Size 0.19
Profit 0.02
Strengths Size 0o30
Profit 0.23
Weaknesses Size 0.13
Profit 0.15
Criteria Size 0.35
Profit 0.01
_ TLfl UT.W /1.Q
In no case was a significant result obtained and therefore, although 
the median level of agreement amongst executives is higher under ideal, 
rather than actual circumstances, the relative level of agreement is 
not a function of the relative size or profitability of the company.
This leads to the conclusion that dissatisfaction is universal and 
is not confined to a particular size of company or to companies with 
a particular level of profitability.
THE ROLE OF THE CHIEF EXECUTIVE
Previous analysis has shown that the level of agreement amongst 
executives as to the nature of the acquisition process was low0 
One aspect of this problem which requires further analysis is the 
nature of this disagreement, particularly with reference to the role 
played by the most senior executive involved. Did he define the field 
in which his colleagues chose to play?! For each pre-acquisition 
category, the items which he states are compared with the consensus 
items, and a score obtained. Thus
Item Senior Executive Consensus Items
A y y
B y
C y y
D y
Score = 2 = 50
4
In five cases only were any consensus items not listed by the 
senior executive. The results for actual are shown in table 50 and 
for ideal in table 51*
The results show that the perception of the Senior Executive as 
to the decision-making process differs substantially from those of the 
rest of his executive team. Whilst this may be for good reason, it is 
disturbing that the lack of communication identified previously appears 
to take this form, and does support the view that major strategy 
decisions are often taxen by individuals, perhaps for emotional 
reasons without serious discussion with other executives involved.
Company Trigger Objectives Strengths Weaknesses Criteria
AA 100 0 50 0 60
AM 100 33 50 0 30
B NOT APPLICABLE
BE 50 33 100 50 100
BR 50 33 100 50 100
CK 67 0 0 0 80
CD 33 0 0 0 20
C NOT APPLICABLE
FV 50 100 0 0 50
FP 100 100 50 0 0
* * *
G 0 37 50 100 75
I 50 0 0 0 50
L 100 25 29 33 50
ME 0 0 67 0 75
M 0 0 0 0 20
QK 33 0 100 0 60*
QS 25 0 100 0 40
*
RJ 25 50 100 33 0
R 0 50 0 0 43
S NOT 1APPLICABLE
Median 50 25 50 0 50
TABLE 50
*
cases where one or two consensus items are not stated by 
the senior executive.
Company Objectives Strengths Weaknesses Criteria Composit
Rank
AA 33 50 0 60 11
AM 33 50 0 100 9
B N O T  A P P L I C A B L E
EE 33 100 50 100 1.5
BR 33 100 50 100 1.5
CK 33 0 0 60 15
CD 33 0 0 '20 16.5
C N O T  A P P L I C A B L E
FV 20 50 0 0 16.5
FP 100 0 0 60 10
G 50 50 33 75 4
I 100 0 100 100 3
L 25 29 33 50 12
ME 50 67 0 75 5.5
M 0 0 0 25 7
QK 50 100 0 60 5.5
QS 0 100 0 40 14
RJ 33 100 33 25 7
R 50 0 0 43 13
S N O T  A P P L I C A B L E
Median 33 . 50 . 0 60
TABLE 51
Three major characteristics, also consistent v/ith previous results, 
are apparent:
lo The low scores for objectives and corporate weaknesses, and
the higher scores for acquisition trigger, corporate 
strengths and acquisition criteria,, This indicates a 
lack of control and discussion in the more 'sensitive' 
areas and difficult areas.
2. The increase in scores from actual to ideal, whilst not
very great, does show that executives tend to agree more 
on what should have happened rather than what did happen.
This is perhaps excusable for companies which were making 
an acquisition for the first time, but this was never the 
case. Almost all executives interviewed had previous 
experience, usually in the company involved. It would 
seem therefore, that in such situations the pressures, both 
emotional and commercial, are so great that decisions are 
taken hurriedly without much discussion.
3c Whereas apparent inconsistency across sections for actual
was observed, consistency occurred for ideal0 The companies 
were ranked by score within each category and the rankings 
were compared0 Thus -
ACTUAL: Kendall's coefficient of concordance = 0,29
S = 2609,X 2= 23o2, 5f0 SL = 27.59
Conclusion: disagreement in rankings, indicating that 
not only does the level of control vary according to 
the category examined, but also that the attention 
which""the"senior-'executive appeared to devote to 
communicating his thoughts is variable.
IDEAL: Kendall's coefficient of concordance = 0,41
s = 2499, X = 27.9, % SL = 27.59
*
Conclusion: agreement in rankings, indicating that 
not only is discussion greater with hindsight but also
the amount •which takes place is constant over all 
categorieso Thus a composite ranking amongst all 
companies as shov/n in table 51 can be constructed,,
The second stage of this analysis was to compare the scores for 
each company with the financial size and performance of that company,. 
For example, actual scores (trigger)
Score Total
SIZE
Above median. Below median
Significant Trend 4 2 6
Not Significant
Trend 5 6 11
Total 9 8 17
X 2 = 0„66, d0fo = 1, 5% SL = 5.84
NB„ The values in the body of the table show the number 
of companies in each category.
In this case, no relationship appears to exist between the stability 
of growth in the size of companies and the senior executives 'grip*.
The results of all the other analyses for significant trend in both size 
and performance are similar, and are shown in table 52. Note that for 
ideal only the composite rankings are used.
RESPONSES MEASURE CATEGORY CHI-SQUARED
ACTUAL SIZE Trigger Oo 66
Objectives 0. 66
Strengths Oo 27
Weaknesses 3.7
1
Criteria Oo 27
PROFIT Trigger 0.60
Objectives 0.60
Strengths I065
Weaknesses 1.07
Criteria 0.09
IDEAL SIZE Composite
ranking 1.00
PROFIT Composite
ranking 0.60
TABLE 52 (5# S.L. = 3.84)
However, ■when comparing mean score in size and profit with senior 
executives scores, significant relationships are identified - see 
table 53.
Once again size dominates«, Those larger companies with more formal 
planning systems are those where the senior executive is more in touch 
with his colleagues.
RESPONSES MEASURE CATEGORY CHI-SQUARED RESULT
ACTUAL SIZE Trigger O067
Objectives
4.57
*
Strengths 7.11 *
Weaknesses 6.50 *
Criteria lo49
PROFIT Trigger
Objectives
1.65
1.47
Strengths 4.43 *
• Weaknesses OoOl
Criteria 0o82
IDEAL SIZE Composite
ranking 1.40
PROFIT Composite
ranking 5.06
TABLE 53
significant at 5$
4POST-ISSUE ACTION
lOol The exact nature of the changes -which took place within each acquired
company after negotiations had been completed is described in each of the 
individual reports. This section will aggregate the results in order to 
identify possible common problems0 It is suggested by the researcher that 
the amount of change found to be necessary could be a function of the 
nature of the acquisition., Each one discussed is therefore classified 
under the following headings:
1. Similar products, same markets, SCORE = 1
20 Similar products, same markets,
geographic expansion, SCORE = 2
3. New products, same markets, SCORE = 3
4. New products, new markets, SCORE = 5
5. Forward vertical integration, SCORE = 4
6. Backward vertical integration, SCORE = 4
A simple scoring system was used in an attempt to indicate the . 
relative amount of possible knowledge within the acquiring firm of the 
nature of the acquired business„ Table 54 classifies the acquisitions 
discussed in this form, comparing these results with the score from 
table 10 Table 1 shows the amount of change which took place and the 
score from table 5 shows the extent of pre-acquisition planning.
Acquisition Score Change Score Planning Score
AA 5 76 50
AM 1 48 100
B 1 43 93
BE 2 61 75
BR 5 67 92
CK 1 76 93
CD 2 62 71
C 1 67 100
PV 1 43 93
PP 5 38 86
G 2 62 100
I 1 71 100
L 1 71 64
ME 1 78 92
M 1 90 71
QK 4 89 50
QS 4 67 83
RJ 1 76 57
R 1 62 50
S 2 71 93
TABLE 54
The acquisition score is compared with that of the change score, and the 
planning score, tables 55 and 56.
10.2
!bS
Change Score Total
Acquisition Score Above median Below median
1, 2 8 7 15
4, 5 4 1 5
Total 12 8 20
TABLE 55
X ? - = 1.11, d.f. = 1, 5 SL = 3.84
These results show no apparent relationship between the two factors 
and thus it would appear that knowledge of the products or markets }f the 
acquired company does not affect the amount of post-acquisition 
re-organisation. However, does it facilitate pre-planning?
Planning Score Total
Acquisition Score Above median Below median
1, 2 7 8 15
4, 5 3 2 5
Total 10 10 20
TABLE 56
X 2 = 0.26, d.f. = 1, 5% SL = 3.84 
Again, pre-knowledge appears to be of little help. Any warnings of 
possible problems were almost equally divided between ’new’ ventures as 
shown by scores ^ f 4 and 5 and 'familiar' ventures as shown by scores of 
1 or 2.
The above analysis is, however, based upon aggregate results and 
may therefore mask significant relationships between the changes which 
took place in individual areas and the nature of the acquisition 
ORGANISATION STRUCTURE
The organisational changes which took place were of four major types,
viz.
a) the acquired company was left as a separate entity and 
the parent company exercised limited control upon 
operational matters. Where necessary, however, the 
structure was formalised and clarified, although not 
necessarily in the same pattern as that of the parent 
companyo
b) the acquired company became a new division of the 
parent company0 Again, the internal structure tended 
to be strengthened rather than changed.
c ) the identity of the acquired company became lost 
totally when merged into an existing division of the 
acquisitoro
d) the acquisition or merger was so large that it was 
necessary to create a totally new structure based upon 
the new product/asset mix.
Whereas the type of re-organisation found to be necessary was in 
part a function of the relative sizes of the two companies involved, it 
was independent of the nature of the acquisition. This is seen in 
table 57o
Organisation
change
Acquisition Score Total
1 2 4 5
Forged links 5 0 0 1 6
Created new division 1 1 1 0 3
Merged into existing division 3 0 1 1 5
Created new structure 2 3 0 1 6
Total 11 4 2 3 18
TABLE 57
There appears to be little here which suggests guidelines for the structure 
appropriate to absorbing a new company. For example, where the proposed 
addition was large, having similar products in the same markets, some
I to (
companies adopted a strategy of leaving the company almost entirely 
alone whereas others merged the products and created an entirely new 
structure.
MANAGEMENT;
None of the acquiring companies planned any major redundancies in 
the labour forces of the victim firm. In the few cases where plant was 
moved or closed down, the work force was offered alternative jobs. This 
had created little trouble since major change appeared inevitable whether 
or not the company had been acquired. For the most part executives 
interviewed felt it was unwise to disrupt an already delicate situation by 
such provocative moves, particularly when they were not in any real 
position to judge the quality of individual operatives. This was not 
the case for management, however, especially in the upper echelons. In 
most of the twenty acquisitions discussed, at least one of the Board 
members of the acquired firm either left voluntarily or was sacked, 
usually the latter. Examining these further, it can be seen that 
acquirers tend to strengthen those acquisitions which they intended to 
leave as a separate entity by introducing their own ’more skilled 
management team'. (See table 58).
Organisation change Board and senior 
management changes
Forged links 4
Created new division 3
Merged into existing
division 1
Created new structure 1
TABLE 58
It must be noted that whilst most executives felt that the acquisition 
discussed had been a success, many also commented that this had been at 
the expense of other, possibly more profitable, ventures and management 
'health'.
ASSETS:
No real asset stripping took place, merely a few 'cosmetic 
exercises' where the victim firm had collected some minor interests 
which did not fit with any of the other product lines, and which did not 
offer real opportunities for possible future expansion within the 
prevailing 'concept of the business'.
PRODUCTION:
The changes in production processes and facilities tended to be of 
two forms. Either major rationalisationJ including heavy investment in 
new equipment, was necessary, or the factories were left almost completely 
aloneo However, the nature of the change was not a function of either 
the size or the nature of the acquisition, although two of the three 
cases where executives had previously explained that eventual action had 
not been planned, involved fundamental and expensive production 
re-organisation.
MARKETING AND PRODUCTS:
Seventeen of the acquisitions discussed involved companies wishing 
to extend or re-inforce their product-line. In the other three, the 
emphasis was upon obtaining retail outlets for existing products. 
Therefore, apart from a small amount of product pruning within the victim 
firm and product rationalisation across the two companies, no changes were 
found to be necessary.
Whatever the nature of the acquisition, executives felt that the 
marketing strategy adopted formed the companies' 'public face' and 
therefore either a corporate image, or a corporate approach, or both, 
was imposed upon the acquired firm. In the first instance, that of the 
corporate image, all the products were merged into ons group, being 
sold as a complete package with often a change in name* In the second 
instance, that of a corporate approach, the strong brand image of the 
acquired product-line was left intact. Any change which took place tended 
towards the imposition of the acquired company's marketing techniques.
V_
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M O N I T O R  A N D  C O N T R O L  S Y S T E M S :
The control systems which acquiring firms inherited varied widely 
from the apparently highly sophisticated computerised system, to 
virtually no system at all0 Unfortunately, in the extreme cases the 
system tended not to fit the business. Thus relatively large companies 
with many products used the 'back of the envelope technique', whilst 
small, one product-line companies, used expensive computerised equipment. 
Even with agreed bids it was often difficult for executives of the 
acquiring firm to obtain a detailed view of the systems adopted, and 
therefore although he knew that change would be necessary to bring the 
reporting system into line, the extent of work which was eventually 
necessary was often a surprise. The types of change are listed below:
Type of change Companies
No changes 1
Small changes to bring system 'into line' 9
Substantial re-organisation of existing
system 5
Completely new system introduced 4
No consensus 1
TABLE 59
SUMMARY:
The amount and type of change which occurred within a victim firm
not appear tobe a function of the type of acquisition made. This is not
surprising aa the attraction of a-company is not necessarily related
to its commercial health but rather the financial cost of acquisition, 
the internal needs of the acquiring firm and 
/ the confidence that the proposed new management have of their own ability
a p p e a r
to make it a successful venture. Strangely enough this confidence does not/ 
to vary according to the nature of the acquisition and their depth of 
knowledge of the new business. This last point also applies to the extent 
to which they were able accurately to plan post-acquisition action.
The comments of a large number of executives leads the researcher to the
view that this is a function of the health of the acquired company, the 
eagerness of the Board to sell and most important of all, the personal 
relationships between the two negotiating teams0
T t
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THE NATURE OF THE ACQUISITION:
11.1 The previous section introduced a further factor into the
analysis whilst examining post-acquisition action in an attempt to 
identify possible reasons for change. This factor was the product/ 
market relationship between the two companies concerned and could be 
classified under six major headings (see section 10.1), only four of 
which were to be seen in the acquisitions discussed. Whilst no 
post-acquisition relationships were observed, the choice of acquisition 
type could be a function of the planning system, the financial health
of the acquisitor, the internal audit procedure, boardroom communication.
Each of these possibilities is examined in turn.
11.2 THE PLANNING SYSTEM:
The planning system adopted within the acquiring firm as shown
not
in table 1 of this chapter was/related to the type of acquisition.
Planning system score
Acquisition
Score
Above median Below median Total
1, 2 11 4 15
4, 5 3 2 5
Total 14 6 20
TABLE 60 
= 0.22, d.f. = 1, j/o  SL = 3.84 
There is no relationship between the two factors which indicates that 
companies are likely to leap off into the unknown, whatever the nature 
and extent of their planning system.
11.3 FINANCIAL HEALTH:
In this case, the scores were related to both trend and magnitude 
of size and profitability. The results shown below indicate that no 
relationship could be identified.
/72-
Measure Chi-squared
Trend in size 0.42
Trend in profit 0.17
Mean size 0.01
Mean profit 1.36
t a b l e 61
MB. d.f. = 1, %  SL = 3.84 
llo4 PRE-ACQUISITION AUDIT:
Acquisition
C1 „  __ Audit score (table 1) TotalScore
Above Median Below Median
1, 2 9 6 15
4, 5 1 4 5
Total 10 10 20
TABLE 62
X 2 = 2.4, d.fo = 1, Jjo SL = 3.84 
Although four of the companies where an entirely new venture was adopted 
conducted meagre self-analysis, this is insufficient to suggest that it is 
a normal situation, since a number of companies trying more familiar 
fields also failed to conduct an extensive internal audit.
11.5 LEVELS OF AGREEMENT:
The level of agreement amongst executives upon the decisions made
prior to the acquisition made was analysed in detail in section 7 of this
chapter, the composite ranking for 'actual1 in table 41 and individual
rankings for 'ideal' in table 42 were compared with the acquisitinn score.
The results are seen below:
Area Chi-squared
Actual Composite ranking 
Ideal: Objectives 
Strengths 
Weaknesses 
Criteria
2.44
2o79
0.01
2o79
2.13
TABLE 63 
NB0 d.f. = 1, 5/0 SL = 3084
Thus executives are likely tc disagree or agree substantially amongst 
themselves upon decisions which were, and which should have been taken 
prior to the acquisition whatever its nature.
12 ol
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12.3
POST-ACQUISITION EVALUATION
The last question which the researcher asked executives concerned 
the success of the acquisition. Responses varied both within and 
amongst companies, but nearly all executives concentrated upon their 
performance in achieving the specific targets of embracing the new 
acquisition, rather than the wider question of whether the acquisition 
should have been made at all.
The general consensus for all acquisitions discussed was that, 
whilst not always ideal, they had been successful within the limitations
of the conditions at the time. In 17 of the cases some measure of
agreement was observed as to the reason for such statements, and of 
these, 13 concerned profitability in some form. Whilst this is 
consistent with answers to questions concerning pre-acquisition objectives 
and criteria, it is disturbing that, as before, many responses were 
vague - "profits have increased". In the remaining cases, criteria 
were particularly negative -
"we have no reason to say that it wasn't successful".
"we made the acquired company efficient".
When comparing these companies to those where no consensus was 
achieved with the planning system in operation, a significant result is 
obtained.
Planning Score
^  •
Success Above median Below and 
to median
equal Total
Group A 8 5 13
Group B 1 6 7
Total 9 ' 11 20
TABLE 64
X 2 = 4.28, d.f. = 1, 51o SL = 3c84 
Group A = companies with consensus on financial criteria.
Group B = n e g a tiv e  c r i t e r i a  p lu s  no c o n sen su s .
Thus it would appear that those companies which use informal planning 
systems tended either to disagree upon the eventual outcome of the 
venture, or to feel negative about ite In the latter case, these were 
situations where the original acquisition was of a defensive nature 
where only one company had been considered,, On the other hand, those 
companies with the more formal approach to planning tended to search 
for possible acquisitions, set up some form of financial criterion 
however loose, and tended to be more satisfied with the eventual outcome. 
Once again, planning does pay.
SUMMARY
CHAPTER 5
A10) CONCLUSIONS
IK ODUCTION
1.1 As described in the introductory chapter, research into the nature
of the planning and acquisition processes adopted by companies both in 
the United Kingdom and the United States is of limited value. Either the 
questions posed were too simplistic - does your company use a corporate 
planning system? - or they were directed to only one or two facets of the 
system such as corporate objectives. The researcher believed that planning 
systems, pre-acquisition procedures and post-acquisition action varied 
substantially amongst companies both in content and in formality. The 
question to be examined is whether one might expect the better defined 
systems to lead to more logical acquisitions and superior financial perform­
ance.
Thesis propositions:
1.2 This chapter summarises the results of the major propositions of
the thesis as outlined below, the results of all the subsidiary propositions 
being dealt with fully in the preceeding chapter.
1. The methodology of formal corporate planning systems would embrace
the following format:
a) a clear definition of prime objectives
b) the monitoring of environmental factors which may affect 
the business.
c) an evaluation of corporate strengths and weaknesses.
d) a re-alignment of product/market strategy as a result 
of the above factors.
e) a well defined financial control system.
2. A formal system would identify the need for acquisition.
Companies with formal systems would tend to use a formal approach 
to acquisition evaluation, the approach following a similar format 
to the planning system, viz:-
a) An internal audit covering
1 . an analysis of the 'concept of the business'.
2. an evaluation of corporate objectives.
5. an analysis of corporate strengths and 
weaknesses.
b) Formal acquisition criteria which sought some form of 
synergy between the two companies.
4. The extent of pre-acquisition evaluation seen to be necessary would 
be a function of the perceived nature of the 'problem'.
5. Companies which used a formal approach to the acquisition would
be more aware of the possible costs involved.
6. Companies which used a formal approach to planning would be more
likely to be aware of possible problems post-acquisition than those 
which did not.
7. The extent of change in the victim firm found to be necessary post­
acquisition would be a function of
a) the extent of pre-acquisition planning.
b) the nature of the acquisition.
8 . Those companies with more formal systems would tend to make more
successful acquisitions.
9. Those companies with more formal systems would tend to be
financially more successful' than those with less formal systems.
These first nine propositions of the research dealt with actual events within 
each of the Companies and in order to obtain such information, multiple 
interviews were conducted and only that upon which executives agreed 
was viewed as having occurred. Thus the second series of propositions concerned
the identification and analysis of questions upon which executives disagreed, 
viz;-
(
1. Lack of consensus would occur at all stages in those companies 
which did not use formal planning systems.
2. Lack of consensus would tend to occur upon questions of 
discussion rather than those of fact.
3. Lack of consensus would tend to occur because of lack of 
control on the part of the chief executive.
4. Lack of consensus would tend to occur in relatively large 
companies.
5 . Lack of consensus would tend to occur in less profitable 
companies.
The underlying assumption embracing this analysis was that lack of consensus 
implied lack of communication between executives upon the decisions made 
within the company.
The last section of this research thesis investigates further Levinson1 
proposition that corporate decisions are made often for emotional, rather
than rational, reasons.
The results of each of the major propositions are summarised below: 
inferences to be drawn from the results appear at the end of each section.
THE NATURE OF THE PLANNING SYSTEMS AND THEIR RELATIONSHIP TO COMPANY
SIZE AND PROFITABILITY.
The research confirms the view that planning systems vapyin both 
their degree of formality, width and depth. No one universal system 
existed although all followed the outline previously described. Apart 
from a financial control system, which all companies adopted to varying 
degrees, no other facet of the system dominated, each being adopted by 
about half the companies interviewed. Whilst this, in itself, is not 
particularly startling, further examination showed a direct relationship 
between the size of the company and the type of planning adopted such that 
the larger companies tended to use more complex and formal systems.
Executives in smaller companies considered strategic planning was a very 
important aspect of company operations which they should be using, 'but 
time and abilities did not permit such luxuries.'
This latter point highlights particularly the dilemma which executives 
of small companies constantly referred to during the interview. On the one
hand they are responsible for day-to-day operational matters, and on the 
other for strategic planning. The former responsibility tends to take 
precedence despite the fact that the outline system described in the 
research does not necessarily require a detailed data support, but merely 
that they should regularly meet to discuss and agree upon the future 
direction of the business.
Results did not support the view as proposed by Norburn^ that 
companies with the more formal systems of planning were amongst the most 
profitable of their competitive peer group. Further investigation in this 
area is obviously needed.
THE RELATIONSHIP BETWEEN THE PLANNING SYSTEM AND THE ACQUIS IT ION
PROCESS
Despite the conflict with Norbum's findings described in the 
proceeding paragraph, executives from those companies with the more 
formal planning systems expressed significantly greater satisfaction 
with those acquisitions in which they had been involved. However, it should 
be emphasised that no single definition was equated with the word "successful 
nevertheless, various measures of profitability became the dominant criterion
Where a formal planning system existed, it identified the need to 
acquire and the areas of possible search. Although this did not lead 
automatically to a successful outcome, the discipline required meant that 
companies converged upon the need to acquire as an iterative, rather than 
an opportunistic process. The fact that executives were aware of the 
changing environment in which they were operating enabled them to predict 
problems more easily than those executives in the smaller, apparently less 
organised, companies.
The extent of the pre-acquisition audit and specification of formal 
criteria was directly related to the type of corporate planning system 
in operation, supporting the views of K i t c h i n g ^ l  and Hal Mas on
However, this was not related to the magnitude of the acquisition, nor
the extent of change in corporate direction (see section 10.1, chapter 4 
for a definition of various possible changes). It is reassuring that 
companies which purport to have a planning system do appear to use it. 
However, a note of ca/ution must be sounded as over-indulgence can be as 
bad as under-indulgence, since it could suppress, rather than channel, 
creative thought. Excessive analysis prior to a small acquisition has a 
substantial opportunity-cost in both managerial time and alternative 
strategic options. The situation should dictate the requirements rather 
than the system.
SIGNIFICANT FACTORS IN THE ACQUISITION PROCESS 
Acquisition trigger and prime corporate objectives.
A more detailed examination of each section showed that by analysing 
the individual responses of executives, heavy emphasis was placed upon the 
importance of adapting company strategy to a change in the marketing 
environment. This supports the findings of McGowan11. Indeed, many of 
the resultant acquisitions studied in this thesis arose from market 
considerations. Whilst this was not surprising, the researcher also 
expected to see an .emphasis upon financial considerations such as described 
by Buckley^, Burck^ and Boulden^ both as acquisition triggers, and as 
prime corporate objectives. Profitability was mentioned as a trigger in 
seventeen of the twenty companies interviewed, but only in one did executives 
actually agree - consensus failed to exist in the other sixteen. Despite 
this, it was viewed as 'the name of the game' in nineteen companies and 
agreed upon in thirteen, although even in these companies, few executives 
were able to specify or quantify the actual measure used. In only three 
cases was any concern for the companies' market rating, as expressed in 
the price/earnings ratio, displayed. In each of these three, such 
responses came either from the chief executive interviewed, or the 
financial, director: in no instance was this mirrored by his colleagues.
v_n
Many of those interviewed admitted freely that they had little understand­
ing of financial matters, their responses fully supporting their state­
ments.
4.2 It would therefore seem that the quality of decision-making within 
the boardroom would be improved if specialist executive functions could 
speak the "language” of business policy - that is, of financial control 
and financial implications of a strategic change. The "language” should 
be universal within the boardroom, not a skill of a technical function.
Corporate strengths and weaknesses
4.3 Executives across all companies were able to identify and agree upon
more than twice as many strengths as weakness, it being significant to the 
researcher that, of these, of the strengths and 58i° of the weaknesses
came under the heading of ’management'. Despite this, however, the eventual 
decision to continue with the proposed acquisition, plus part of the action 
taken post-acquisition, does not support the view that possible management 
problems were always recognised and discussed pre-acquisition but rather 
some time after.
THE USAGE OF THE FORMAL PLANNING SYSTEM
.1 Initial analysis has shown that companies with formal planning systems
appeared to use them when considering acquisition, the format for analysis 
being that described in the third proposition of this chapter, yet more 
detailed analysis showed that formal discussion appeared often not to take 
place. This was evident from two factors:
1. the substantial erosion between ’stated’ and 'agreed' at
t
all stages.
2. the small number of factors upon which they could agree,
and the areas in which this agreement occurred - those which
c o u ld  be i d e n t i f i e d  more e a s i l y  p o s t - a c q u i s i t i o n .
Thus it would seem that executives pay lip service to the type of 
analysis described in the third proposition, the seeking of synergy being
viewed as Ma luxury which many could not afford". This point mirrors the
21 1 
findings of Kitching in his Study of American companies, and Newbould
in his study of British companies. It is interesting to query this 
situation since even those companies where the planning system was in 
embryo executives were committed to the concept and intended to develop a 
full system in time. Many explained that whilst not necessarily changing 
the acquisition decision, discussion would have lead to a greater under­
standing of the situation and may have pre-empted problems. Three inferences 
could be put forward to explain this dilemma:
1. The timing of an acquisition and the perceived need 
for secrecy inhibit lengthy analysis.
2. Having taken the initial steps, executives become too 
emotionally involved to consider not acquiring.
Analysis therefore becomes superfluous - a point developed 
further in this chapter.
3. Due to the limited understanding by executives of all 
aspects of business, particularly with regard to 
financial matters, full discussion is not possible.
The overall dilemma is supported further by the analysis of post­
acquisition action seen in section 4*6 of the previous chapter. The 
areas where change (whether major or minor) actually took place can be 
divided into two groups -
1. In products, marketing, production and control systems, 
the required change had* been identified and planned.
All these were easily identifiable, the first three 
being a function of the original acquisition trigger, 
and the last being necessary in order to standardise 
reporting systems.
2. In organisation structure, asset structure, and management, 
over half the changes which eventually took place had not 
been planned. These are areas in which decisions were not 
always self-evident and which often require detailed 
analysis and discussion.
It would seem that the usage of planning systems is still in the
17 18early stages of development which Taylor and Irving , Hewkin and Kempner , 
and Norburn experienced.
THE METHOD 0? CHOICE OF CORPORATE 
STRATEGY
Ansoff^ has suggested the following method in choosing future 
product/ma,rket strategy.
M
A
PRODUCE
Existing
?3
New
Existing
E
Penetration
1
Product development
2
T New 
S
Market development 
3
Diversification
4
Since risk increases as knowledge decreases, in moving from box 1 to box 4? 
any forecast of return must be commensurate with this, a view also support­
ed by Brian ^ °. The thesis acquisitions were therefore classified according 
to their nature by product and market relative to the product/market posture 
of the acquisitor, e.g. product development. Additionally, the markets 
were sub-divided into geographic and product bases (see section 10.1, 
chapter 4)•
Analysis from this classification fails to support the hypothesis 
that such an approach was found to be useful or successful.
1. No evidence existed that executives followed the logical 
pattern in. choosing a future strategy.
2. No relationship existed between the amount of pre-acquisition 
planning and audit, and the nature of the acquisition.
3. No relationship existed between the nature of the acquisition 
and the relative size or profitability of the acquisitor.
4 . Knowledge of the products or markets of the victim firm did
not affect the amount of post-acquisition action. Perhaps
\
more importantly, it did not appear to facilitate the 
planning of any necessary changes.
5 . No relationship existed between the type of organisation 
structure subsequently adopted and the nature of the 
acquisition.
6. No relationship existed between the levels of agreement 
amongst executives and the nature of the acquisition.
These results show that the approach suggested by Ansoff^  to the 
choice of product/market strategy was not used and furthermore suggest 
that the basic thesis of risk being related to knowledge was not supported. 
However, since earlier results have shown that detailed discussion amongst 
the executives concerned was minimal, and that all companies seemed to be 
equally unaware of potential problems, it would appear that until pre­
acquisition analysis and discussion within the board-room of the 
acquisitor improves, all proposed acquisitions, whatever their nature, 
will be equally risky.
THE POST-ACQUISITION EVALUATION 
Subjective measures of success
In chapter 1 of this thesis, it was shown that many authors have 
attempted to evaluate the '’success” of acquisitions using both financial 
and subjective measures. In each.case the validity of the approach used 
was questioned by the researcher with the suggestion that the only 
appropriate criteria would be those used by the executives directly 
concerned. The results showed no real post-acquisition evaluation, 
criteria for success often being expressed in vague and unquantified terms.
More precise measures tended to be used by executives with a financial 
background. Nevertheless executives in those companies with more formal 
planning systems showed a higher level of agreement as to the eventual 
outcome, whilst those in companies with informal systems or no system at
all tended either to disagree or to use negative criteria for the evaluation
\
of success, e.g. "it wasn’t a failure". Thus it would appear that measured 
in these terms, planning did pay.
THE ACQUISITION PROCESS RELATED TO COMPANY SIZE AND
PROFITABILITY
Whilst it is not possible to relate directly corporate financial 
performance to one aspect of corporate strategy, e.g. an acquisition, 
would larger or more profitable companies show different characteristics 
from smaller or less profitable ones? Throughout the entire analysis 
the most significant factor was the dominance of size rather than profit­
ability; thus -
1. Larger companies with stable growth patterns were those 
with formal planning and audit procedures.
2. No relationship existed between formality of planning 
and pre-acquisition audit, and profitability.
J. larger companies with stable growth patterns were those
which recognised the need to formalise prime corporate 
objectives.
4* No relationship existed between size or profitability,
and any other aspect of the planning or pre-acquisition 
audit system.
5. Larger companies tended to pay a premium over net asset 
value for their acquisitions.
6. No relationship existed between any aspect of the bid and 
size or profitability.
7 . No relationship existed between the extent of post­
acquisition action, whether planned or un-planned, 
and size or profitability.
8. Larger companies with more formal systems were those 
in which executives showed a higher level agreement 
as to the events which had taken place.
These results support the view taken by Wrigley^, and Channon^,
that the creation of formal procedures is a function of the size of the
company, and that the formation of such procedures is an attempt to
improve communication amongst executives. The mere existence of a formal 
,r\ok
system does /lead automatically to a superior profit performance. The 
system itself is sterile without executive commitment to its use as a 
dynamic. The system provides the framework by which executives collect­
ively determine company policy: it is not a substitute for the boardroom.
The lack of both discussion and communication in decision-making 
amongst executives was prominent throughout the research. At all stages 
of the acquisition process a substantial gap existed between that which 
individuals perceived to have happened, and that which they could agree 
upon. The level of consensus throughout the analysis varied between 20% 
and 57%, i.e. a disagreement of between 80% and 4y/° of the factors discussed. 
Y/hen executives were asked to comment upon events with the benefit of hind­
sight, the level of consensus increased. This supports the view previously 
expressed by the researcher that whilst executives are aware of the need 
for strategic analysis and discussion, they are often too pre-occupied 
with day-to-day operational matters to spare the time for wide ranging 
discussions however fruitful in the long run.
It could be argued that lack of agreement was merely a function of 
time; indeed, the areas where agreement was highest are those of post­
acquisition action. However, further detailed study revealed that high 
consensus occurred in areas where executives need only recognise an event
such as the acquisition trigger or post-acquisition action. Where 
discussion was required, such as in determining corporate strengths and 
weaknesses, consensus was low. Nevertheless although mean levels of 
agreement varied amongst categories, executives within one company were 
consistent in their performance compared to all companies: a relatively 
high or low level of agreement was maintained throughout the acquisition 
process. Also, and most significantly, a relationship did exist between 
the level of agreement within the company and the extent of formal planning 
and pre-acquisition audit. Executives in larger companies with more formal 
planning procedures showed a higher level of agreement as to events which 
had occurred, discussions which had taken place, and decisions which had 
been made. Thus although executives appear to pay lip-service to planning, 
even the best levels of agreement being very low, evidence does support 
the hypothesis that the formation of a system which structures the analysis 
process, however loosely, does pay.
.5 Despite the extremely high level of disagreement amongst all
companies, this latter point is emphasised further upon examination of 
the leadership role of the chief executive. Results showed that his 
perception of the decision-making process varied substantially from that 
of the rest of his team throughout all stages. This was most marked in 
the identification of prime corporate objectives and suggests particularly 
a lack of leadership within companies. Additionally this could explain the 
lack of discussion amongst other executives. However, despite this poor 
state of affairs, the existence of a formal structure did appear to 
produce a more cohesive management group since executives in larger 
companies with more formal planning procedures were those who demonstrated 
a high level of agreement, i.e. they were more in tune with their chief 
executive.
MOTIONAL VERSUS RATIONAL DECISIONS
C  "1 "Z
Levinson and Rhys ^ have suggested that decisions made hy senior 
executives of a company, particularly in the area of acquisitions, tend 
he made emotionally rather than rationally. Whilst it is not possible 
test this directly, a number of the research results support the thesis
viz:
1. the apparent lack of discussion amongst executives 
at all stages.
2. the vague criteria for success which could suggest an 
unwillingness to probe too deeply.
3. executives were more able to identify corporate strengths 
than corporate weaknesses.
4. more agreement on those decisions which should have been 
made (ideal), than on those which were made (actual).
5. the awareness of the importance of management as both a 
major strength and weakness, yet the ignoring of this 
factor in both the acquisition decision and post-acquisition 
changes.
6. no real evidence of planning in the areas of organisation 
structure and management - the possible problem areas.
— ' In addition, the author considered that executives'
definition of the 'concept of the business' was often a 
rationalisation of the decision to acquire.
jf
MAJOR FINDINGS
1
Thus, summarising the results of the major propositions:
1. The extent to which formal planning procedures were used 
varied widely but the methodology embraced the following 
format:
a) a clear definition of prime objectives
je*.d
b) the monitoring of environmental factors
c) an evaluation of corporate strengths and weaknesses
d) a re-alignment of product/market strategy as a 
result of the above analysis
e) a well-defined financial control system.
2. Formal systems tended to identify the need for acquisition such
that companies became problem avoiders rather than problem 
solvers.
3* Companies with formal planning procedures tended to formalise 
both the pre-acquisition internal audit and acquisition criteria. 
The audit was of the following format:
a) an analysis of the ‘concept of the business’
b) an evaluation of corporate objectives
c) an analysis of corporate strengths and weaknesses.
4. There was no evidence of a conscious seeking for synergy except
in those areas identified by the acquisition trigger.
5* No relationship existed between the extent of pre-acquisition,
audit and the perceived nature of the problem.
6. No relationship existed between the planning and audit procedures, 
and the perceived cost of the acquisition.
7. No relationship existed between the amount of change required 
post-acquisition, whether planned or un-planned, and
1. the extent of pre-acquisition planning
2. the nature of the acquisition.
8. Executives of companies with formal planning procedures tended
1
to be satisfied with their acquisitions.
9* Executives in companies with informal planning procedures
tended either to disagree on the success of the acquisition 
or to agree on negative criteria for success.
10. A relationship did exist between size and formality.
Those companies which were above average in size relative 
to competition tended to be those which used formal 
planning and audit procedures.
11. No relationship existed between formality of system and 
profitability.
12. Executives in companies which adopted formal procedures 
showed a higher level of consensus than those in companies 
which adopted less formal procedures.
1J. A low level of agreement occurred when executives were 
asked to report the results of a discussion rather than 
describing events Which had occurred.
14* A relationship did exist between the role of the chief
executive and the type of planning system. Executives in 
companies with more formal planning procedures tended to 
be more in tune with each other and with their chief 
executive.
15. Executives in the larger companies tended to agree more
than those in the smaller companies.
16. No relationship existed between levels of agreement and
profitability.
CONCLUSION
In conclusion it would appear that the extent to which the companies 
formally planned and evaluated acquisitions was limited, although all 
executives felt that they should make more effort in this area. The 
major problem which arose amongst executives was a failure to communicate, 
although the creation of a formal planning system eased this situation. 
Whereas this structure can be shown to be beneficial to corporate develop­
ment, it was found only amongst the larger companies. Smaller companies
should note the fact that the value of such systems is in the logical 
approach to the choice of strategy being recognised ard understood by- 
all the management team. Although the regularity of meetings and the 
volume of data required will vary according to company size and product/ 
market strategy, the structure itself imposes the discipline necessary 
to improve corporate decision-making.
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B A C K G R O U N D
T h e  i n t e r e s t s  o f  t h e  G r o u p  a r e  d i v i d e d  i n t o  t w o  a r e a s ,  v i z .  T o y s  
a n d  G e n e r a l  P l a s t i c s .  T h e  G e n e r a l  P l a s t i c s  d i v i s i o n  i s  f u r t h e r  
s u b d i v i d e d  i n t o  A i r f i x  P l a s t i c s  w h i c h  s p e c i a l i s e s  in  m o u l d e d  
p l a s t i c  p a c k a g i n g  a n d  D e c l o n  F o a m  P l a s t i c s .
T h e  t o y  d i v i s i o n  c o n t r i b u t e d  52% of  t h e  1 9 6 9 / 7  0 t u r n o v e r ,  a n d  
71% of  t h e  t r a d i n g  p r o f i t .
T h e  t w o  a c q u i s i t i o n s  a r e  d i s c u s s e d  :
(a)  A i r b o r n e  S h o e s  L t d  a c q u i r e d  by
A i r f i x  P l a s t i c s  in
(b) M e c c a n o  L t d  a c q u i r e d  by  A i r f i x  
T o y s  in  D e c e m b e r  1971.
O B S E R V E R S  I N T E R V I E W E D
O b s e r v e r P o s i t i o n No.  of  Y e a r s
In  J o b In  C o m p a n y
1 C h a i r m a n
2 D i r e c t o r  of  A i r f i x  I n d u s t r i e s 0. 5 3
M D  of  A i r f i x  P l a s t i c s 3 3
3 N o n - e x e c u t i v e  d i r e c t o r
A I R F I X  - F I N A N C I A L  P E R F O R M A N C E
( £ ’000) 1967 1968 1969 1970 1971
T u r n o v e r 5, 614 5, 595 6, 418 7, 224 8, 540
N e t  W o r t h 2, 291 2 , 4 4 4 2, 664 4, 034 4, 212
N e t  A s s e t s 3, 806 3, 895 4, 161 4 ,  654 5, 569
P B I T 749 603 840 950 917
P A T 253 303 4 0 4 442 489
No.  o f  E m p l o y e e s NA 1, 530 1, 729 1 , 833 2, 159
No.  S h a r e s  ( ’000) 5, 279 5 , 2 7 9 5, 279 11, 968 11, 968
G r o s s  M a r g i n 5. 8 8. 6 11. 3 1 1. 2 10. 7
N e t  M a r g i n 4. 5 5 . 4 6. 3 6. 1 5. 7
R e t u r n  on  n e t  a s s e t s 19. 7 15. 5 20 .  1 2 0 . 4 16. 5
R e t u r n  on  n e t  w o r t h 11. 2 1 2 . 4 15. 2 11. 0 11. 6
A s s e t  T u r n o v e r 2. 5 2. 3 2. 4 1. 8 1 . 5
D i v i d e n d  C o v e r 1. 44 1 . 4 3 1. 59 1 . 4 2 1. 47
C u r r e n t  R a t i o 1. 16 1 . 2 4 1. 46 1 . 4 4 1. 64
A c i d  T e s t 0. 58 0. 72 0. 79 0. 82 0. 91
D e b t o r s  ( d a y s ) 68 92 85 112 124
G e a r i n g 26 24 22 1 5 . 4 16. 4
C o s t  o f  C a p i t a l N A 8 . 8 8. 6 9 . 5 9. 5
T u r n o v e r / E m p l o y e e  ( £ ) NA 3, 700 3, 720 3, 9 50 3, 950
E a r n i n g s  p e r  s h a r e  (p) 4.  8 5 . 7 7. 6 3. 7 4. 1
N e t  a s s e t s  p e r  s h a r e  ( £ ) 0. 72 0. 74 0. 79 0. 39 0. 47
A I R F I X  - M A R K E T  P E R F O R M A N C E  (BOT 4 9 /1 )
1967 1968 1969 1970 1971
S I Z E R O I S I Z E R O I S I Z E R O I S I Z E R O I S I Z E R O I
B r i t i s h  S i d a c 12. 85 9. 0 14. 19 15. 0 15. 90 1 3 . 2 16.  55 13. 1 16. 81 2.  9
S t o r e y  B r o t h e r s — 1 3 . 4 1 0 . 4 0 12. 0 11. 64 13. 5 1 0. 91 11. 1 11. 65 1 5.  9
W i t t e r  ( T h o m a s ) 8. 15 17. 2 8 . 6 6 15. 1 8 .  05 7 . 9 8 . 4 3 12. 4 8. 93 1 0 . 7
M e t t o y 8. 68 35.  3 10. 00 29.  8 9 . 37 1 8 . 9 1 0. 78 3. 5 10. 43 L o s s
R F D  ( G r o u p ) 5. 50 14. 4 5. 58 16. 2 5 . 38 13. 0 5 . 4 9 10. 5 5. 75 9 . 4
O x l e y  I n d u s t r i e s 8. 17 11. 5 1 1 . 2 8 15. 1 6 .  75 L o s s 4 . 7 4 8. 1 5. 33 8. 6
R o y a l  S o v e r e i g n  
P e n c i l
2.  50 15. 3 3. 61 14. 9 4 .  15 12. 6 5. 00 13. 6 5. 13 1 3 . 4
B o o s e y  &: H a w k e s — 25.  0 5. 55 30. 7 7 . 1 0 2 8 .  1 8. 20 28 .  5 8. 50 25 .  2
P e r m a l i — 12. 1 3 . 6 6 13. 4 3 . 70 11. 6 4.  54 14. 7 4. 81 1 3 . 4
D u n b e e -  C o m b e x -  
M a r x
— 18. 1 4.  62 23.  1 5 . 47 2 1 . 4 5. 74 15. 0 NI NI
R a n d a l l  ( J & L ) — v 26 .  6 1 . 2 6 30.  2 1 . 33 30 .  3 1. 22 24 .  6 1. 32 22 .  7
V i s c o s e  D e v e l o p m e n t — 15. 7 1 . 9 0 19. 6 1 . 94 17.  5 2. 13 18. 2 2. 31 17. 0
M e n t m o r e  M a n u f a c t ­
u r e
— 27.  8 3 . 0 1 27.  9 3. 38 27 .  7 3. 55 27 .  5 3. 97 29 .  0
M Y D a r t  ( G a m e s ) 0. 67 36 .  3 0. 76 30.  8 2. 39 2 4 .  0 2. 16 15. 3 3. 16 23 .  6
K l e e n - e - z e  H o l d i n g s 2. 34 27 .  2 2 . 4 4 26.  8 2. 59 27 .  3 2. 64 25 .  2 2. 86 18. 1
E l l a m s  D u p l i c a t o r 1. 82 L o s s 1. 86 0 . 4 2. 07 L o s s A A A A
C h a d  V a l l e y 1. 99 3. 3 2. 18 6. 0 1. 97 6. 2 A A A A
T a m  S a d  H o l d i n g s — 10. 6 1 . 3 8 4 .  1 1 . 50 1. 3 1. 53 L o s s 0. 91 L o s s
R o t a f l e x  (G B ) 1. 65 11. 6 2. 12 29.  9 2 :  58 34.  6 3. 75 38.  8 4. 78 4 3 .  0
B r o a d l e y  ( J B ) — 23.  2 1. 05 27 .  2 1 . 27 2 6 .  9 1. 67 35 .  9 1. 83 34 .  7
T h u r g a r  B a r d e x 5. 75 7. 1 6. 50 13. 7 7 . 62 5 . 3 8. 28 11. 6 11. 51 9.  0
N e w t o n  ( J o h n  M) — 1 . 4 0. 86 13. 3 1 . 55 2 4 . 4 1. 64 2 6 .  0 1. 61 23 .  7
S u p r a  C h e m i c a l s 0. 62 22 .  1 0. 67 27.  0 0 .  70 2 8 .  8 0. 56 17. 2 0. 76 26 .  6
A = A c q u i r e d
NI = N o t  i s s u e d  a t  d a t e  o f  a n a l y s i s
A I R F I X  - M A R K E T  C O M P A R IS O N
S i z e  ( £ ' 0 0 0 , 0 0 0 )
S a m p l e
No.
M e d i a n M e a n S. D. A i r f i x S c o r e
1967 13 2. 50 4 . 7 3. 8 5. 6 0. 24
1968 23 3. 01 4 . 4 5 3. 9 5.  6 0. 29
1969 23 3. 38 4 .  7 3. 8 6 . 4 0. 45
1970 21 3. 75 5. 2 4.  1 7 . 2 0. 49
1971 20 4.  79 5.  6 4.  1 8.  5 0. 71
R e t u r n  o n  C a p i t a l  (%)
S a m p l e
No .
M e d i a n M e a n S. D. A i r f i x S c o r e
1967 23 15. 3 16.  7 10. 0 19.  7 0. 30
1968 23 16.  2 19.  2 8. 8 15.  5 - 0. 42
1969 23 17.  5 17. 1 10. 5 20.  1 0. 28
1970 21 14. 7 17.  6 10. 0 2 0 . 4 0. 28
1971 20 16. 5 1 7 . 3 1 1 . 4 16.  5 - 0 .  07
SECTION Is TRIGGER
1.1* Little agreement existed amongst the observers
concerning the type of planning system which was in 
operation at the time of the first acquisition.
Observers 1 and 3 showed no change in their perception 
of the system prior to the second acquisition, but as 
only two observers were considered, the level of 
consensus improves. Table 1 illustrates this observation.
CONSENSUS
Area
Observer
1
Observer
2
Observer
3
Shoe
Company Meccano
Objectives Informal Informal No X X
Irregular Irregular System X X
Constraints Informal Informal No X X
Regular Regular System X X
Strengths & 
Weaknesses
Informal Informal Informal INFORMAL INFORMAL
Irregular Regular Irregular X IRREGULAR
Product/
Market
Informal Pormal Informal X INFORMAL
Strategy Regular Regular Irregular X X
Control
Systems
Pormal Pormal
«
Pormal PORMAL PORMAL
Regular Regular Regular REGULAR REGULAR
TABLE Is PLANNING SYSTEM.
It is interesting to note that the two observers 
more directly concerned with the acquisition of the shoe 
company agree almost entirely on the type of system in 
operation, and also agree that this system did not signal 
a need to acquire at that time. This is in contrast 
to the perception of observer 3 who described a 
situation where the system had highlighted two points 
which made it necessary to scan the environment for 
possible acquisition -
1. The future potential of the 
management of Airfix
2. The reliance upon a limited 
number of markets. /~80# of 
Turnover came from toys_7.
All observers agreed that Airfix had been approached 
by Marks & Spencer, and asked to consider the purchase 
of the shoe company, observers 1 and 2 stating that this 
was the only signal and observer 2 giving the impression 
that the original impetus had come from himself.
3» Table 2 illustrates the factors which observers
considered to be important as signals for the need to 
scan for possible acquisition.
Observer 1 Observer 2 Observer 3 Consensus
Financial
Liquidity 
Profitability 
Gearing 
P/E or EPS
X X
X
X
Marketing
No.of Products 
No.of Markets 
No. of 
Customers 
Market Size 
Market Share 
Channels/ 
outlets
X
X
X
X
X X
Production
Raw Materials 
Labour 
Processes 
Distribution
X
X
1
Corporate
j
Management
Image
Legal
X
X
X X
1 10 2 3
TABLE 2: IDEAL SIGNAL FACTORS.
It is worth noting that the person who, at that time, 
was not a member of the Main Board of the company was the 
one who required a very detailed scanning system. This 
dissatisfaction will be noted later in the analysis.
H •4• Insufficient agreement existed to establish an
order of ranking, - Table 3 summarises this by showing 
the relative weightings attached to categories.
Category Observer 1 Observer 2 Observer 3
Financial 1 2 -
Marketing - 1 2
Production - 4 -
Corporate - 3 1
TABLE 3: CATEGORY RANKINGS
SECTION 2: ELIMINATION.
Concerning the Shoe Company, Observers 1 and 2 
agreed that although screening to choose company-type 
was unnecessary, an internal audit was made - this is 
in direct contrast to the perception of Observer 3 
see Table 4_7, who considered that the signalling 
system previously described plus an evaluation of 
question 1 below had highlighted the need to search for 
new acquisitions in the area of "disposable or plastic 
products".
SHOE COMPANY MECCANO
Observer
1
Observer
2
Observer
3
Observer
1
Observer
2
1. Consider Concept 
of Business? YES YES YES YES YES
2. Re-assess Company 
Objectives YES YES NO YES YES
3. Evaluate Strengths 
and Weaknesses YES YES Unneces­
sary
YES YES
TABLE 4: COMPANY AUDIT.
Complete agreement existed as to the procedure adopted at the time 
of the acquisition of Meccano.
Concept of the Business.
Both members of the Main Board viewed Airfix 
Industries to be accurately classified as a Holding 
Company with 3 legs:
1. Kits and Toys
2. General Plastics and Packaging
3. Still to be found.
Whilst observer 2 considered the concept as 
described above to be correct, he did not think that 
the Board had come to this conclusion.
Objectives
Table 5 illustrates the objectives which observers 
perceived to exist at the time of both acquisitions.
SHOE COMPANY MECCANO
OBJECTIVES Observer 1 Observer 2 Observer 3 Observer 1 Observer 2
Growth X X
Liquidity
Profitability X N X X
P/E or EPS
Volume 0
Penetration X X
Product
Development N X
Market
Development X
Diversification E X
Price
Customer Service
Capacity
Utilisation
Level
Production .
Costs
Industrial 
Relations
Image
Community
Service
Productivity X
Increase 
'wealth' of 
organisation X
TABLE 5: ACTUAL OBJECTIVES.
When a test of consensus is applied /""where two or 
more observers agree_7 there is complete disagreement as to 
the identity of objectives in existence at the time of the 
first acquisition and agreement on only 1 /"profitability^ 
at the time of the second.
The only person to question the perceived status 
quo both in terms of number specified and relative 
emphasis = 0.46, 5$ S.L. = 0.714_7 w&s observer
3 /"the only non-executive director interviewed_7 - 
Table 6 illustrates.
OBJECTIVES
SHOE COMPANY MECCANO
ACTUAL IDEAL ACTUAL IDEAL
Profitability 1 1 1
Gearing N 6 .6
Product
Development 0 4 3 4
Market
Development N 2 3 2
Diversification 7 3 7
E
Company Image 3 3
Productivity 5 5 5
TABLE 6: OBSERVER 3 RANKING OP OBJECTIVES
.5. Strengths and Weaknesses.
Table 7 shows how observers perceived the strengths 
and weaknesses of the company to have been determined 
prior to both acquisitions.
STRENGTHS WEAKNESSES
1 2 3 CONSENSUS 1 2 3 CONSENSUS
Financial:
i
Profitability
Gearing
4
4
Marketing: ,
Products 1 1= X
Markets 2
Customers 1=
Market Share 1
Marketing
skills 1=
Corporate:
Management
Image
Control
Systems
2
3
1=
3
X II 
II 
i—1 
H
1 X
4 2 4 2 1 1
TABLE 7: RANKING OE STRENGTHS &
WEAKNESSES.
Although substantial disagreement exists, no-one 
would change their evaluation. A number of points 
from the table require further clarification:
a) Since the quality of the existing products 
was viewed as a strength, observer 1 
considered that the type of market (seasonal) 
and the share of the toy market were major 
weaknesses, the latter being due to the fact 
that opportunities for growth were limited.
b) The complete disagreement between observers 
1 and 2 as to the 'image’ of Airfix in the 
stock market.
c) Management skills were viewed as a major 
strength but the ability to change (2) and 
lack of courage (l) on the part of management, 
a major weakness.
I2.6. Company Type.
Although all three observers were concerned that 
Airfix should be trading in 3 major areas, two of which 
were defined, there is no evidence that the company 
audit to date has revealed the 'third leg'. The two 
acquisitions probed were both as a result of unexpected 
opportunities, both strengthening the existing legs.
SECTION 3: CONCENTRATION.
3.1« Observer 2 was of the opinion that formal criteria
were set up against which to measure the shoe company, 
these being its potential profitability /""Rank 1_7, 
potential for further acquisitions from Marks and
Spencer /""Rank 2 7 an(^  "good” management /"Rank 3_7»
This is in direct contrast to the answers from the two 
Main Board members who viewed the advantages to be its 
small size and the fact that "Marks & Spencer wanted 
it” . In other words, it was not worth not buying it 1
3.2. Table 8 shows the criteria used to evaluate the
Meccano acquisition, viewed as correct by the two 
people concerned and the ’ideal* criteria for 
acquisition at that time as viewed by observer 1.
MECCANO
CONSENSUS CONSENSUS
Observer
1
Observer
3
= 2/2 Observer
2
_ 2 
— 3
Financial:
Liquidity
Profitability 5= 1= X 1 X
Gearing
P/E or EPS 5= 1= X X
Size >
Marketing:
No.products 1= 3 X X
N o ./Type 
markets 1= 2= X
Customers
Market size 1=
Market share 1=
Channels
Production: 1
Raw materials
Labour 9-
Processes 9=
Distribution
Corporate:
Management 7= 4 X
Image 7= 2 = X
Legal
TABLE 8: CRITERIA.
Prom the results, it is apparent that the Chairman 
carried out a far more detailed analysis than the other 
two were aware of. It is worth noting that he 
considered that this analysis pointed to searching for 
growth in the area of plastic packaging, an area being 
technically and marketing related. This does however 
exclude the concept of the "third leg".
3.3. Por the consensus items, no agreement existed as
to their relative importance:
a) Observer 1 and Observer 3; Spearman’s Rho = 0.5,
5$ S.L. = 1.00
b) All 3 observers, using Kendall’s Coefficient
of Concordance; S = 45, X2 = 4.3,
20$ S.L. = 7.29.
SUMMARY OP CONSENSUS ON PRE-ACQUISITION PROCEDURE
4.1. Substantial disagreement exists amongst the 
observers as to the procedure which was adopted in 
both cases and that which should have been adopted.
4.2. Although all observers are aware of the need to 
lessen the reliance on toys and to create a ’third 
leg’, the evidence suggests that the.company is 
tending to react to opportunities presented in 
existing areas ^~Rovex was mentioned as having been 
considered_7 rather than actively choosing new areas 
to scan. This is inconsistent.
SECTION 4: THE BID.
Shoe Company; Complete agreement;
a) Cash transaction due to the small size 
of the company
h) No premium over net asset value was 
paid
c) It was not necessary to raise the 
maximum price set.
Meccano; Almost complete agreement.
a) Cash transaction because the company 
was in liquidation
b) No premium over net asset value was 
paid
c) To the question - ’’Was it necessary 
to raise the maximum price set?” - 
the answers;
Chairman - No
Non-executive director - Yes
SECTION 6: POST MERGER.
6.ZL. Observer 3 appeared unaware as to any action
post-merger except in the areas of Organisation structure 
and Control, where his answers agree with those of the 
other two. The action specified by observers 1 and 2 
was agreed and is detailed below:-
No action.
Closer co-operation with 
Marks and Spencer.
Variety Reduction exercise.
Scrapped old machines and 
put in new tracks.
Work study exercise.
Changed name.
Sacked production manager. 
Formalised and clarified 
structure.
Introduced completely new 
cost and profit control 
system.
6-2. Each observer was then asked if the action was
pre-planned - the answers are shown in table 9> 'Yes' 
indicating that the action specified was planned.
a) Asset structure:
b) Marketing :
c) Products :
d) Production :
e) Organisation :
f) Control :
Action Area Observer 1 Observer 2 Observer 3
Asset structure YES YES YES
Marketing YES YES YES
Products YES YES YES
Production NO NO NO
Organisation NO YES YES *
Control NO YES YES
TABLE 9: PLANNING
Note that observer 3 therefore viewed that nothing 
was planned and nothing happened in the first 3 areas - 
this is in direct conflict with the answers of observers
1 and 2. It is also obvious that the Chairman (observer 
l) was unaware of the extent of remedial action required 
whilst observer 2, who was the originator of the 
suggestion to acquire this company, was aware to a 
greater extent.
6 .3. When asked if they considered the actions taken to
be correct, the only person showing unrest was observer
2 who thought that:
a) the relationship with Marks and 
Spencer had not been strengthened 
sufficiently.
b) all top management should have been 
removed from the company.
This is consistent with his view that one of the major 
weaknesses of Airfix Industries is the timidity of its 
management I
6.4 . As a result of the action described previously, 
the consensus of opinion was that it took longer than 
expected to reach a satisfactory situation /""Observer 2 - 
"we made a mess to start with and it took a long time to 
clear it up" .__7«
6.5. When asked to evaluate the success of the exercise, 
answers varied:
Observer 1 - Successful because it was a good 
exercise in problem solving on a 
small scale.
Observer 2 - Qualified Success because the
company hit a trough in fashion 
shoes, but
a) profits increased.
b) Airfix learned a lot!
Observer 3 - Unsuccessful because
a) Airfix hasn't done as 
well as expected
b) the relations with Marks
and Spencer haven't improved.
As the interviews were conducted immediately after 
the acquisition of Meccano, it was decided to delay the 
questions referring to post-merger action until a later 
date. However, the Chairman commented that he had 
decided to leave it alone until he had sufficient time 
to assess problem areas, since the existing management 
appeared to be competent.
Section A: Background
The British Oxygen Company formed in 1886 
to manufacture industrial and medical gases, and gas 
mixtures, is now a large international organisation 
with six major trading divisions - Gases, Welding 
Products, Chemicals, Metals, Advanced Engineering,
Pood Services.
The acquisition discussed is that of Deloro 
Stellite Ltd., which makes precision hard alloy castings, 
"being incorporated into the Metals Division of the 
Company.
S e c t io n  B: BRITISH OXYGEN. FINANCIAL PERFORMANCE.
(£'000) 1966 1967 1968 1969 1970 1971
Turnover 95,297 99,986 134,363 161,251 207,858 234,582
Net Worth 65,727 68,297 80,613 85,031 92,095 91,612
Net Assets 116*581 138,602 154,099 181,795 200,123 221,154
Profit before 
interest & tax 12,019 13,036 17,533 19,317 23,946 27,619
Profit after 
tax
No.employees
4,229
30,000
4,349
28,000
5,696
31,600
5,824
37,100
7,582
39,400
8,370
39,900
No.shares (’000) 164,176 164,176 180,260 189,916 199,676 201,128
Gross Margin 12.6 13.0 13.0 12.0 11.5 11.8
Net Margin 4.5 4.4 4-2 3.6 3.7 3.6
Return on Net 
Assets 10.3 9.4 11-3 10.6 12.0 12.5
Return on Net 
Worth 6.5 6.4 7.4 6.9 8.3 9.1
Asset Turnover 0.82 O .72 0.87 0.89 1.04 1.06
Dividend Cover 1.02 1.03 1.25 1.09 1.24 1.36
Current Ratio 1.45 1.37 1.93 2.5 2-3 1.76
Acid test 0.71 0.74 1.08 1.43 1.23 0.94
Debtors(days) 84 90 101 116 100 93
[ Gearing (%) 31 38 34 39 40 45
Average cost of 
Capital (</o) 5.3 5.1 5.5 5.3 5-7 6.3 |
Turnover/
employee 3,180 3,600 4,250 4,350 5,300
1
5,900
XEarnings per 
share (p) 2.54 2.58 3.25 3-08 3.80 4.I6
Net Assets per 
share (£) 0.71 O.84 0.86 0.95 1.00 1.1
TABLE A
Adjusted for Scrip & Rights Issue.
Table B shows the performance of British 
Oxygen relative to the mean performance of all industries 
classified under the same main Standard Industrial 
Classification (S.I.C.) group - 271. However, this is 
a very Broad group covering all aspects of ’General 
Chemicals’ and a second analysis, (Table C) illustrates 
the performance of those companies within the main 
group classification considered By the Board of Trade 
to Be comparable to British Oxygen. Table D 
summarises the results of this analysis.
The S«I.Co classifications are made By 
considering manufacturing process rather than end-user 
and only contain U.K. quoted companies. A third 
comparison is therefore made Between the major competitor 
of British Oxygen as perceived By the observers - 
American Based Air Products Co.Ltd.
Table E illustrates the relative size of the 
two companies as measured By turnover, and Table P their 
comparative performance.
-----------------  — ----   — --------V
TABLE B - Chemicals & Allied industries.
1967 1968 1969 1970 1967 1968 1969 . 1970
Return on Net 
Assets
Mean 10.6 13.9 13.7 10.8
LOW LOW
*
LOW HIGH
British Oxygen 9-4 11.3 10.6 12.0
Current Assets 
Current
Liabilities
Mean 1.9 1.85 1.66 1.61
LOW HIGH 'HIGH HIGH
British Oxygen 1.37 1.93 2.5 2.3
Acid Test
Mean 1.15 1.16 1.05 1.04
LOW LOW HIGH HIGH
British Oxygen 0.74 1.08 1.43 1.23
Long Term Debt 
Total Capital­
isation
Mean 23 25 24 26
HIGH HIGH HIGH HIGH
British Oxygen 38 34 39 40
TABLE C - SUB-GROUP 4
1969 1970
Gross
Income
Net
Income
Profit Liquidity
(AT)
Gross
Income
Net
Income
Profit Liquidity
(AT)
COMPANY
Gross
Assets
Net
Assets
Turnover Gross
Assets
Net
Assets
Turnover
Fisons 13.4 11.8 12.0 1.29 10.8 8.7 10.3 1.09
Laporte 11.6 11.1 18.6 1.19 9.7 8.1 I6.4 1.15
Coalite 30.6 37.9 27.6 1.72 26.8 32.0 24.2 0.98
ICroda 20.9 16.8 9.2 1.02 - - - -
Berk 13.8 13.0 5.4 1.59 - - - -
Jlickson & Welch 18.8 19.5 17.0 0.94 17.3 17.4 16.1 0.90
r Midland York­
shire Tar 
Distillers
12.6 11.7 13.5 1.71 8.9 7.6 10.2 1.63
Coates
Brothers 28.6 31.1 16.6 1.25 27.8 30.1 15.1 1.05
Ault & Wiborg 14.2 14.3 8.2 0.74 15.5 16.4 8.9 0.81
Yorkshire
Dyeware 19.1 14.7 18.3 0.88 - - - -
Cooper, 
McDougall & 
Robertson
19.9 23.1 6.3 0.72 12.7 11.6 4.0 ’ 0.66
Philblack 17.5 21.7 29.6 O.67 14.3 15.1 24.9 93.4
Fleming 16.2 17.4 13.6 1.35 13.5 14.I 11.0 1.26
Revertex 24.2 27.9 11.0 1.17 20.5 22.5 8.6 0.91
National
Carbonising 23.5 24.7 12.8 0.79 30.7 34-7 15.1 O.67
Jj eyes 24.2 26.1 8.3 0.71 18.0 18.9 6.3 0.62
1 Sturge 18.5 23.8 18.2 0.97 10.5 8.8 11.7 0.72
Burrell 12.6 14.0 12.1 1.25 14.9 17.0 13.8. 1.23
Holliday 7.2 10.6 8.0 0.92 6.2 7.3 6.8 0.75
Scottish Tar 13.1 13.7 9.8 1.85 12.5 13.2 12.9 1.77
Holt Products 26.5 27.7 11.2 0.99 22.0 22.4 9.0 0.72
Anchor
Chemicals 17.4 16.5 3.2 0.92 15.9 13.1 3.4 0.90
Albright & 
Wilson 7.2 4.4 8.3 0.86 7.4 4.4 8.4 0.77
MEDIAN 18.5 16.8 12.0 0.99 15.5 14.1 11.0 0.90
S<ou:rce: Board of Trade.
TABLE D -  Median P erfo rm ance  i n  Sub Group 4 .
Median
Performance
British 
Oxygen *
1969 19701969 1970 1969 1970
Gross Income 18.5 15.5 12.1 12.5 LOW LOW
Gross Assets
Net Income 16.8 14.1 12.1 12.4 LOW LOW
Net Assets
Profit 12.0 11.0 18.0 15,8 HIGH • HIGH
Turnover
Liquidity(AT) 0.99 0.90 0.92 0.74 EQUAL LOW
Note: The definitions used by the Board of
Trade are slightly different from those 
used by the author in the first analysis.
TABLE E - SIZE (£'000)
Year British Oxygen Air Products
Air Products
British Oxygen 
(0
19 66 95,297 52,500 55
1967 99,987 65,500 65
1968* 134,563 84,000 63
1969 161,251 92,000 57.
1970 207,858 108,000 52
Change of exchange rate.
TABLE F - Profitability and Performance
YEAR Gross Margin Net Margin EPS(£) Gross Margin Net Margin EPS
1966
Air Products 14.0 6.2 3.64
LOW LOW LOW
British Oxygen 12.6 4.5 2.54
1967
Air Products 12.9 5.9 5.05
EQUAL LOW LOW
British Oxygen 13.0 4.4 2.58
1968
Air Products 13.2 5-8 4.55
LOW LOW LOW
British Oxygen 13.0 4.2 3.25
1969
Air Products 13.8 6.1 4.55
LOW LOW LOW
British Oxygen 12.0 3.6 3.08
'1970
Air Products 12.9 5.7 4.55
LOW LOW LOW
British Oxygen 11.5 3.7 3.80
B R I T I S H  O X Y G E N ,  L A P O R T E ,  I Z A L  - M A R K E T  P E R F O R M A N C E  (B O T 2 6 /4 )
1967 1968 1969 1970 1971
S I Z E R O I S I Z E R O I S I Z E R O I S I Z E R O I S I Z E R O I
A l b r i g h t  & W i l s o n 105.  9 6. 8 111. 9 6. 6 120.  5 5. 0 129.  0 5. 2 123.  9 5. 9
F i s  o n s 78.  43 7. 2 8 6 .4 2 10. 9 82. 23 11. 3 88 .  11 8. 0 90.  09 15. 3
C o a l i t e 12. 68 2 6 .8 15. 74 30.  0 18. 80 37. 5 19. 87 35. 2 22 .  70 28. 3
C r o d a 17. 07 16.1 26. 85 14  7 28.  02 15.9 37 .  26 16.  0 51.  16 15. 2
B e r k 15. 94 7.3 17.12 13 .3 21.  35 13 .0 A A A A
H i c k s o n  & W e l c h — 2 0 .3 10 .20 18 .3 14. 08 14 .9 17. 01 15.  7 19. 18 1 8 . 4
M i d l a n d  Y o r k s h i r e  
T a r  D i s t i l l e r s
6 .3 4 10.3 12 .5 9 11.7 11. 26 11.1 11. 34 1 1 . 5 11 .42 7. 8
C o a t e s  B r o t h e r s — 2 7 .3 16 .53 2 8 .2 18. 87 2 7 .0 22 .  82 26 .  1 25.  7 27. 1
A u l t  & W i b e r g — 15.7 10.81 15 .9 12. 61 16 .6 1 3 .1 8 13. 6 13. 19 15. 1
Y o r k s h i r e  D y e w a r e 4. 47 11.9 4 .9 3 15.0 5. 83 14 .4 6 .3 8 15.  0 7. 98 20. 6
C o o p e r .  M c D o u g a l l  
a n d  R o b e r t s o n
16 .02 3 0 .8 19.01 4 0 .0 2 2 .92 4 4 .5 24 .  85 4 2 .  5 A A
P h i l b l a c k 3 .4 9 2 0 .0 4 .11 2 6 .4 5 .3 4 3 3 .4 5. 09 2 1 .  0 5. 39 14. 4
F l e m i n g ----- 22 .1 5 .78 2 0 .8 6 .00 2 0 .2 6. 71 17. 6 7. 30 14. 4
R e  v e r t e x 8 . 4 4 19 .8 9 .2 6 2 3 .5 12 .70 2 3 .8 16.  17 16.  2 17. 77 13. 0
N a t i o n a l  C a r b o n i s i n g 5 .52 9.7 5 .70 11.8 6 .27 16 .4 10.  76 27 .  4 20 .  06 26.  0
J  e y e s 7 .8 5 15.3 8 .6 9 2 3 .4 12 .83 16.3 15. 00 14.  1 17. 96 14. 9
S t u r  g e 3 .4 0 19.3 3 .95 19 .0 4 .5 6 1 7 .4 4 .  56 8.  2 5. 31 15. 1
B u r  r e l l -- 13.8 3 .12 13.1 3 .45 13.2 3.  71 15.  8 3. 66 16. 0
H o l l i d a y ----- 3 .4 3 .4 5 9 .0 3 .75 10.0 3. 73 8. 6 4. 38 15. 1
S c o t t i s h  T a r 2.  56 9 .3 2 .9 0 14.7 . 3 .60 2 1 .4 3. 52 21 .  3 NI NI
H o l t  P r o d u c t s 4.  26 3 1 .0 4 .51 2 9 .8 5.51 3 4 . 4 5. 51 25 .  0 6. 06 22. 0
A n c h o r  C h e m i c a l s 6 .6 0 2 0 .8 8 .17 22 .1 9.21 1 3 .8 7. 38 10.  1 6. 18 15. 0
S i z e  q u o t e d  i n  £ ' 0 0 0 ,  000  
A  = A c q u i r e d
N I  = N o t  i s s u e d  a t  t i m e  o f  d a t a  c o l l e c t i o n
B R IT IS H  O X Y G E N  - M A R K E T  C O M P A R IS O N
S i z e  ( £ ' 0 0 0 , 0 0 0 )
S a m p l e
N o .
M e d i a n M e a n S.  D. B r i t i s h
O x y g e n
S c o r e
1967 16 14. 45 1 8 . 7 6 37 .  6 100.  0 2.  20
1968 22 8. 43 1 7 . 8 0 27 .  5 1 3 4 . 4 4.  25
1969 22 11. 02 1 9 . 5 3 28 .  2 161.  3 5. 00
1970 21 11. 34 20 .  59 3 1 . 7 2 0 7 .  9 5. 90
1971 19 13. 19 2 4 . 2 3 3 1 . 6 2 3 4 .  6 6. 65
R e t u r n  o n  C a p i t a l  (%)
S a m p l e
N o .
M e d i a n M e a n S. D. B r i t i s h
O x y g e n
S c o r e
1967 22 15. 9 1 6 . 6 7. 94 9 . 4 - 0. 90
1968 22 17. 1 19.  0 8. 26 11. 3 - 0. 93
1969 22 16. 3 19.  6 10. 00 10. 6 - 0. 90
1970 21 15. 7 1 7 . 8 9. 36 12. 0 - 0. 62
1971 19 15. 1 16. 8 5. 90 12. 5 - 0. 87
S e c t io n  C: O b se rv e rs  I n te r v ie w e d .
Observers
1 2
Position Head of Planning 
Secretariate
Financial Planner
Background Economist Lawyer/Chartered
Accountant
No.years in job 3-5 4
No.years in Company 13 5
Section D: Questionnaire Analysis.
SECTION 1: TRIGOER
' This section is concerned with exploring the systems 
which were used to monitor Company performance at the time 
under consideration, and the reasons why initial emphasis 
was given to acquisition possibilities.
Table 1 illustrates the observers’ perception of the 
type of monitoring system which was in operation.
Area Observer 1 Observer 2 C onsensus
Objectives FORMAL FORMAL FORMAL
REGULAR REGULAR REGULAR
Constraints FORMAL FORMAL FORMAL
REGULAR REGULAR REGULAR
Strengths & FORMAL FORMAL FORMAL
Weaknesses
REGULAR REGULAR REGULAR
Pr oduc t/marke t INFORMAL FORMAL X
strategy
IRREGULAR REGULAR X
Monitor & INFORMAL FORMAL X
control system
REGULAR REGULAR REGULAR
TABLE 1
1.3• The Company was involved in a series of acquisitions
during the period 1966-70, a high level of agreement existing 
between observers as to the reasons for this activity -
a) greater encouragement of divisional managers
by top executives to ’scan the environment’ for 
possibilities
b) increasing confidence within the Company in its 
ability to move to the periphery of its own
immediate field of knowledge - that of gases.
The Head of Planning, who had been with the Company 5 or 6 
years prior to this time, described the background to the 
change in company attitude, in greater detail -
1. Retirement of Lord Reith from the Board ("he didn’t
know the difference between B.B.C. and B.O.C.”).
2. The development of the planning function leading 
to an internal company audit.
3e The success of the acquisition of Murex Ltd. which 
became the nucleus of the new Metals division.
Both observers agreed that the acquisition of Deloro 
Stellite was due to the pervading atmosphere - the original 
suggestion coming 3 years earlier from the Managing Director 
of Canadian Oxygen (B.O.C.).
l.U. Table 2 illustrates the factors which observers
consider to be important when designing a system for 
signalling the need to consider an acquisition.
......  -  1
OBSERVER 1 OBSERVES 2 CONSENSUS
Financial:
Liquidity x /
Profitability x/ y y
Gearing y y y
P/E or EPS x/ y y
Marketing::
No.of Products
No.of Markets y
No. of Customers
Market Size y y y
Market Share y y y
Channels/
outlets y
Production:
Raw Materials
Labour y
Processes y
Distribution y
Corporate:
Management y y y
Image y y \/
Legal
9 12 7
TABLE 2 - SIGNAL PASTORS
A number of factors are worthy of note:
a) the heavy emphasis in the financial category.
b) the agreement of the need to monitor 
market size and share, rather than 
dependence upon a few markets, products
%
or customers. This observation is under­
lined by later analysis on corporate 
strengths and weaknesses.
c) the awareness of the importance of 
corporate identity and skills.
d) the lack of consensus as to the relevance 
of any item in the production category.
Although observers were asked to rank the items in 
order of their importance as signal factors, insufficient 
agreement existed for a composite order of ranking to be 
established. The ranking of the consensus items was such 
that it is possible to establish an order of categories;
(see Table 3)•
Category Observer 1
(Head of 
Planning)
Observer 2
(Financial
Planner)
Financial 2 1
Marketing 1 2
Production - h
Corporate 3 3
TABLE 3 - CATEGORY RANKS.
This in some part reflects the functions of the two observer
I 06. Table U illustrates the weights perceived by the
observers to be attached by the Company to the categories 
at the time of the acquisition (actual) and their 
evaluation of what they should have been with the advantage 
of hindsight (ideal).
The rankings as shown in Table 2 for both observers 
are inconsistent with their ideal category weights, but, 
in the case of observer 1, consistent with the actual 
weights. It is interesting to note that with the benefit 
of hindsight, observer 1 would upgrade the corporate 
category almost completely at the expense of marketing.
Category
Observer 1 Observer 2
Actual Ideal Actual Ideal
Financial 36 30 33 33
Marketing 25 33 33
Production 0 0 13 13
Corporate 19 k5 20 20
TABLE h ~ CATEGORY WEIGHTS.
SECTION 2: ELIMINATION
2.1. This section is concerned with the method of internal
audit which was used prior to the choice of areas of search
for new acquisitions.
%
2.2. Concept of the Business -
Disagreement existed "between observers as to the exact
time at which the company considered this question, but both 
did agree that it was discussed prior to the acquisition of 
Deloro Stellite. The Financial Planner described the 
company as being in the 1 Gases Business1, whereas the Head 
of Planning took a wider view - ’’medium technology’ , being 
capital and labour intensive with small growth potential"./sic/.
2.3. Objectives -
Both observers agreed that, no objectives existed prior 
to the merger activity, being specified and quantified only 
during the period 1966-1968. However, some disagreement 
existed as to the identity and importance of these objectives. 
This is shown in Table 5-
Objective Observer 1 Observer 2
“1
C onsensus
Financial:
Profitability 1 2 i/y
P/E or EPS 1
Turnover 2
Marketing:
Acquisi tion 5 3 v /
C orporate:
Industrial relations 3
C ompany Image k
TABLE 5 ~ OBJECTIVES RANKED IN ORDER OF THEIR IMPORTANCE. 
When given the opportunity to comment upon the choice of 
objectives, neither observer would have altered the prevailing 
list.
2.4* S t r e n g th s  and Weaknesses -
Strengths Weaknessesi
Observer
1
Observer
2
Consensus Observer
1
Observer
2
1
Consensus
Financial:
Profitability
Gearing 5
P/E or EPS 4 i
Capital employed 
(small)
2
Marketing:
Products 3= 1 v / 2
Markets 3=
Customers 2
Production:
Processes 3=
i
Distribution 2
Corporate:
Management ' 1 1 1 y
No.existing 
acquisitions 3
'Safety' 6 3 v /
TABLE 6 - STRENGTHS AND WEAKNESSES.
Although substantial disagreement exists between the observers' 
perception of the Company assessment of its own strengths and weaknesses 
at that time, neither observer would change that evaluation. A number 
of points require further clarifications-
a) Observer 1 considered that the management had a 
’good constructive style’, hut was weak in its 
bureaucratic attitudes and indifference to 
profitability.
b) This point is in minor conflict with observer 2 
who considered the management weakness to manifest 
itself in two areas -
1) over-optimism in assessing 
profitability of future sales.
2) lack of a pool of top quality 
executives to rationalise 
acquisitions.
c) The last point is consistent with the observers 
third weakness - the large number of existing 
acquisitions/projects. This underlines his lack
of agreement with the merger policy, which consisted 
of buying a string of small concerns.
d) Observer 2 considered the ’products’ to be a 
weakness, in that the company was not ’’opportunistic 
enough in developing existing products into areas 
where the financial return would be higher” .
Categories chosen -
Both observers agreed that the company did not consciously 
choose to concentrate its acquisition activities by matching 
strengths or attempting to eliminate weaknesses, but rather, 
as described in Section 1, the categories ’chose themselves’. 
Observer 1 considered the two fields which emerged (Pood and 
Metals) as being the correct ones, particularly as this 
lessened the dependence on the low return gas business.
Although this would, appear to he in conflict with the 
observers perception of ’the concept of the business’, the 
comment refers to the sale of gas itself, rather than 
products which require the use of gas in the manufacturing 
process. Observer 1, hov/ever, disagreed with the choice 
of categories and considered that the company should have 
searched for acquisitions in the field of distribution 
of industrial goods, since this would have been a "vantage 
point for living Market Research’’ for existing products, 
new products, and further acquisition possibilities.
SECTION 3: CONCENTRATION
This section is concerned with the criteria which were
used when making the final decision to huy.
Both observers agreed that the criteria for the
evaluation of Deloro Stellite were not set up for that 
specific case, but were those against which all potential 
acquisitions were evaluated around that time. Table 7 
illustrates the criteria which were seen to exist by both 
observers.
Criteria Observer 1 Observer 2 Consensus
Financial:
Liquidity
Profitability k 1= v X
P/E or EPS 1=
Size 6 •
Marketing:
Products 2=
Markets 1= 2= y
Customers 1=
Production:
Processes 1= 2= y
C orporate:
’Familiarity’ 5
Chance of 7
buying
TABLE 7 - CRITERIA
i) For the three consensus items, disagreement 
exists as to their relative importance - the Head of 
Planning considered that the markets in which the company 
was operating and the manufacturing processes which it 
used, were more important than potential profitability: 
the Financial Planner viewed the situation in reverse.
ii) The criteria of size refers to the requirement
that all acquisitions should be small ones - ’a series
of nibblesf.
iii) Familiarity with the company, its customers, and 
processes, was considered by observer 1 to be of prime 
importance with the benefit of hindsight, so much so that 
given the opportunity of changing the criteria or the 
rankings, the only change he would make would be to move 
’Familiarity* from number 5 in the rankings to number 1.
This statement resulted from the extreme ’ indigestion’ 
which the Company suffered after the series of acquisitions.
iv) Observer 2 considered'the criteria to be correct
and would not change them in any way.
3. 3. Both observers agreed that the weights which they
perceived the company attached to categories were correct 
at the time of acquisition. Table 8 illustrates this aspect.
Category Observer 1 Observer 2
Financial 32 38
Marketing 19 38
Production 10 2k
Corporate 39 0
TABLE 8: CRITERIA WEIGHTS
3«U* , The views expressed by both observers are inconsistent
with their perception of the criteria used - this is shown 
in Table 9 where the categories are ranked by the items 
and by the weights. This is particularly marked in the 
case of observer 1 , where the rankings are almost completely 
reversed. /_ Spearmans Rho = -0.85_J7.
Category Observer 1 Observer 2
Items Weights Items Weights
Financial 3 2 1 1=
Marketing 1= 3 2= 1=
Production 1= h 2= 2
C orporate h 1 - -
TABLE 9: CRITERIA RANKS.
SECTION 1+ - SUMMARY OF CONSENSUS ON PRE-ACQUIS IT I ON PROCEDURE.
h.l. Both observers consider the deceleration of growth of
the markets in which the company operates, and its share 
within those markets, should be a signal for searching for 
new acquisitions. This is consistent with their view that 
one of the ’operative criteria1 before a decision is made 
upon a particular possibility, is the market in which that 
company competes.
h.2. There is little evidence of any synergy-seeking.
Indeed, one observer commented that it was to be 'completely 
discounted'.
U.3* There is a consistent awareness of the need to monitor
profitability by both observers, and more particularly, P/E 
and EPS by the Financial Planner.
Both observers consider the changing Image of the 
company to be important as a signal, but do not consider the 
effect of a possible acquisition upon corporate image, to 
be a criterion for the final decision.
h.5. There is evidence of substantial satisfaction of the
existing system as viewed by each observer.
SECTION 5 “ THE BID.
5* 1- This section is concerned with the way in which the
hid was made.
5« 2. There was complete consensus of opinion as to the form
in which the actual hid was made - an open declaration to the 
shareholders/company (an old established family firm), who 
co-operated by providing data in the form of projected 
forecasts. It was a cash transaction acceptable to both 
parties -
a) the family requested this because of the possibility 
of the Canadian Government introducing a Capital Gains Tax 
in the near future - (Head of Planning)
b) cash was cheaper to the Parent Company - 
particularly as it had ”gearing in surplus” . (Financial 
Planner).
5*3» The final price did not exceed the pre-bid price, but
did exceed the net asset value and the recommended maximum 
price set upon the deal by the Planning Department. The 
BoardTs decision to buy the company despite the inflated 
price, was based upon the long-term commercial advantage 
to the Group!
SECTION 6 - POST-MERGER.
6.1. This section concerns the actions taken after the
merger occurred, and executive attitude to these actions.
%
6.2. Complete agreement existed that little action ’took 
place at all’, since the only moves made were
a) to forge links with the parent company 
via the Managing Director, to "both the Metals Division and 
the Group Planning Department
h) to hring accounting reporting systems into 
line with Group requirements.
6.3* The action/inaction was planned before negotiations
were complete except for the planned move of an Engineering 
Division to Swindon. As the Company had experienced a 
failure in similar circumstances, this decision was reversed 
on further consideration.
6.h* Both observers agreed that the decisions made were
correct, since the company was in a particularly specialised 
and successful business, and that the subsequent anticipated 
financial performance was realised. (Financial Planner).
The Head of Planning attributed the success to ’a well thought 
out, sensible approach drawing from the lessons learned', to 
the familiarity of the group with Deloro Stellite and to the 
fact that the Managing Director, having recognised that the 
company had become too big for him, was willing to help and' 
co-operate.
6.5* When asked what measures were appropriate in the
evaluation of acquisition success, the Financial Planner
considered this to "be any new business which contributed 
to EPS (i.e. high sales and high margins) whilst maintaining 
growth in the existing business.
The Head of Planning was less concerned with financial 
aspects and would use two criteria:
1. "How well the acquisition fits into
the company in the long term".
2. "How much it enables you to learn
about the long term vision".
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B A C K G R O U N D
D u r i n g  t h e  l a t t e r  p a r t  of  1969,  t h e  c o m p a n y  w a s  c h a n g e d  f r o m  a  H o l d i n g  
C o m p a n y  t o  t h e  B u r t o n  G r o u p  a n d  a  n e w  e x e c u t i v e  t e a m  w a s  a p p o i n t e d  
to  l e a d  t h e  G r o u p .  A t  t h a t  t i m e  t h e  G r o u p  c o n s i s t e d  o f  s i x  m a j o r  o p e r a t i n g  
d i v i s i o n s  :
M o n t a g u e  B u r t o n  R e t a i l  
J a c k s o n  t h e  T a i l o r  
B u r t o n  F r a n c e
M o n t a g u e  B u r t o n  M a n u f a c t u r i n g  
P e t e r  R o b i n s o n  
B r o w n s  of  C h e s t e r
T h e  t w o  a c q u i s i t i o n s  d i s c u s s e d  a r e  E v a n s  O u t s i z e  ( a c q u i r e d  J a n u a r y  1971)  
a n d  R y m a n  ( a c q u i r e d  A p r i l  1971)
O B S E R V E R S  IN T E R V I E W E D
O B S E R V E R P O S I T I O N N U M B E R  O F  Y E A R S
In J o b In C o m p a n y
1 F i n a n c i a l  D i r e c t o r 3 5
2 C h i e f  E x e c u t i v e 3 3
3 C h i e f  E x e c u t i v e ( E v a n s ) 2 2
T h e  C h i e f  E x e c u t i v e  of  E v a n s  w a s  m a i n l y  c o n c e r n e d  w i t h  p o s t - a c q u i s i t i o n  
a c t i o n ,  a l t h o u g h  h e  w a s  a s k e d  f o r  h i s  p e r c e p t i o n  of  a n d  o p i n i o n s  o n  p r e ­
a c q u i s i t i o n  d e c i s i o n s .
T H E  B U R T O N  G R O U P - F I N A N C I A L  ANALYSIS
( £ ’000) 1967 1968
1
1969 1970 1971
T u r n o v e r 60,  973 65,  605 68,  309 70,  2 64 80,  049
N e t  W o r t h 53,  191 5 4 , 4 7 5 56, 179 5 7 , 1 1 3 49 ,  569
N e t  A s s e t s 65,  101 66,  733 68,  168 68,  714 7 4 , 7 7 2
P B I T 5 , 4 7 5 7, 008 7, 753 7, 105 8, 653
P A T 2, 987 3,  690 3, 897 3, 586 4, 531
N o .  S h a r e s  ( 1000) 35 ,  812 35,  812 35,  812 35,  834 36,  4 6 8
N o .  E m p l o y e e s NA 25,  060 25,  118 25 ,  302 26,  902
G r o s s  M a r g i n 9. 0 10.  7 11. 3 10. 1 10. 8
N e t  M a r g i n 4 .  9 5 . 6 5. 7 5. 1 5. 7
R e t u r n  on  N e t  A s s e t s 8. 4 10.  5 1 1 . 4 10. 3 11. 6
R e t u r n  on N e t  W o r t h 5. 6 6. 8 6 . 9 6. 3 9 . 2
A s s e t  T u r n o v e r 0. 94 0 . 9 8 1. 0 1. 02 1. 07
C u r r e n t  R a t i o 1. 24 1 . 4 2 1 . 4 2 1. 34 1 . 4 4
A c i d  T e s t 0. 55 0 . 6 3 0. 63 0. 60 0. 63
D e b t o r s  ( d a y s ) 58 51 59 65 72
G e a r i n g  (%) 14. 0 14.  5 13. 5 17. 0 34 .  0
D i v i d e n d  C o v e r 1 . 4 1 . 7 1. 8 1. 7 2.  1
T u r n o v e r  p e r  e m p l o y e e  
( £ )
N A 2,  620 1, 790 2,  680 2, 980
N e t  a s s e t s  p e r  s h a r e  ( £ ) 1. 81 1. 86 1. 90 1 . 9 2 2. 05
E a r n i n g s  p e r  s h a r e  ( £ ) 7. 0 9 . 0 9 . 4 9.  0 1 2 . 4
T H E  B U R T O N  G R O U P  - M A R K E T  DATA
B O T  8 2 / 2  S IC  8 2 1 , 8 3 1 ,  832
1967 1968 1969 1970 1971
S I Z E R O I S I Z E R O I S I Z E R O I S I Z E R O I S I Z E R O I
G r e a t  U n i v e r s a l 24. 4 3 57 . 1 24. 0 382. 2 2 2 . 9 4 2 4 .  6 22 . 5 44 1 .  1 2 1 . 6
U n i t e d  D r a p e r y 99. 41 16. 5 105. 89 16. 1 116. 26 17.  6 1 2 3 . 5 3 16. 1 1 3 2 . 8 6 17.  0
F r a s e r  ( H o u s e  of) 99. 40 12. 5 101. 17 13. 6 109. 28 1 4 . 4 1 1 7 . 8 9 11. 2 140.  18 13.  3
W H S m i t h 85. 35 13. 1 91. 60 12. 3 100. 99 18.  1 106.  81 14. 0 1 1 7 . 1 6 15.  0
F r e e m a n s  ( L o n d o n ) 40 . 50 20. 2 3 9 . 71 16. 7 41. 81 1 8 . 8 4 1 .  83 17. 0 4 2 .  09 17. 9
S t y lo  S h o e s 6. 91 6. 2 7. 29 5. 3 8. 28 7 . 3 8. 54 6. 0 8. 59 1. 3
B e n t a l l s 12. 90 10. 4 13. 59 11. 2 14. 60 1 1 . 2 1 4 . 7 7 11. 1 15. 76 11. 5
A r m y  Sc N a v y 10. 76 9. 2 11. 09 10. 2 12. 15 1 0 . 9 11.  74 8. 9 13.  56 13.  3
H a l f o r d s 12. 16 16. 2 14. 33 18. 7 A A A A A A
F o s t e r  B r o s  C l o t h i n g 6. 94 18. 2 7. 79 17. 8 9. 14 2 3 . 7 11.  09 24. 3 17. 27 1 8 . 4
T e l e f u s i o n 6. 01 14. 6 7. 36 16. 9 8. 71 1 6 . 2 9. 37 15. 8 10.  67 1 6 . 4
S w e a r s  Sc W e l l s 12. 9 5. 17 13. 5 5. 15 1 4 . 4 A A A A
J o h n  P e t e r s 8. 37 21. 3 8. 92 27 . 5 10. 74 2 4 . 2 12.  06 19. 4 13. 41 18. 3
N e w  D a y  H o l d i n g s 7. 23 7. 2 9. 31 9. 2 8. 55 8. 8 9. 13 11. 0 9. 15 9. 0
T r a v i s  Sc A r n o l d 8. 93 11. 3 13. 43 14. 5 14. 35 1 5 . 3 14.  26 12. 1 15. 57 17. 9
L o y d s  R e t a i l e r s 1., 5 5. 04 L o s s 6. 71 8. 0 1 1 . 4 7 10. 2 NI NI
M o s s  B r o s . 3. 19 10. 0 3. 26 9. 2 3. 55 10. 5 3.  52 10. 0 3. 56 1 1 . 4
C o l m o r e  I n v e s t m e n t 6. 73 3. 7 8. 51 6. 2 7. 93 2.  7 8 . 2 3 6. 1 8. 63 7. 1
R o s s l e i g h 8. 16 13. 8 9. 17 13. 9 11. 71 1 1 . 3 A A A A
■ C h i e s m a n 1 s 4. 76 12. 0 4 . 77 13. 5 4. 91 1 2 . 7 5. 18 14. 3 A A
M a r t i n  W a l t e r 7. 37 19. 7 8. 45 22. 0 8. 25 1 3 . 9 8. 57 13. 7 11. 16 20.  2
G a m a g e 5. 34 17. 5 5. 39 19. 6 5. 47 17.  7 5. 19 9. 7 A A
E l y s  ( W i m b l e d o n ) 1. 78 - 1. 80 6. 3 1. 94 6. 0 2.  05 8. 1 2.  38 9 . 0
B l a n e s - 40 . 6 6. 15 39. 3 7. 46 36 .  2 6 . 6 4 15. 6 5. 09 20 .  6
M i l l e t s 6. 0 1. 79 4. 7 1. 90 2. 5 1 . 9 7 L o s  s A A
S a l i s b u r y s 7. 6 3. 30 7. 1 A A A A A . A
G r a n t  B r o t h e r s 3. 50 - 3. 60 2 1 . 6 3. 65 1 6 . 4 3 . 7 1 16. 8 3. 83 1 3 . 2
S p i n k  a n d  S o n 1. 60 19.. 5 2. 31 29 . 8 2. 45 2 5 .  6 2.  16 13. 7 3. 01 17. 3
Q u i c k  (H.  J ) 8. 92 7,. 9 10. 04 11. 3 9. 52 9 . 9 12.  08 15. 8 12. 55 11. 8
E m m s  ( T h e o d o r e ) - 24,. 5 2. 48 25 . 2 2. 59 2 1 .  8 2.  85 17. 7 NI NI
C u t h b e r t  (R .  G) 2. 0 21 . 6 2. 07 20 . 9 1. 98 2 2 . 4 2 .  11 17. 7 2. 05 L o s s
W a s s a i l  ( J .  W) 0. 96 0. 91 19. 1 0. 92 16.  7 0. 90 18. 5 0. 91 19. 3
A  = A c q u i r e d  
NI  = N o t  i s s u e d  a t  d a t e  of  a n a l y s i s
T H E  B U R T O N  G R O U P  - M A R K E T  ANALYSIS
S i z e  ( £  1000)  *
Y e a r S a m p l e
No .
M e d i a n M e a n S . D . B u r t o n
G r o u p
S c o r e
1967 25 6 . 9 1 18.  5 29 .  7 6 0 . 9 7 + 1 . 4 3
1968 31 8 . 4 5 16. 6 28.  5 65 .  60 + 1. 37
1969 29 8 . 2 5 18.  6 32.  4 6 8 . 3 1 + 1 . 2 3
1970 27 8. 57 20 .  9 35.  2 70 .  26 + 1 . 4 0
1971 22 10.  91 2 6 .  8 42 .  6 80 .  05 + 1. 25
* T h i s  t a b l e  e x c l u d e s  d a t a  f o r  G r e a t  U n i v e r s a l  S t o r e s .
R o l e  (%)
Y e a r S a m p l e
No .
M e d i a n M e a n S.  D. ' B u r t o n
G r o u p
S c o r e
1967 29 13. 1 14.  5 7 . 9 8 . 4 - 0. 77
1968 32 1 4 . 2 15.  5 8. 3 10. 5 - 0. 60
1969 30 14.  8 15.  3 7 . 2 1 1 . 4 - 0. 54
1970 28 13. 8 13.  5 5. 3 10.  3 - 0 . 6 0
1971 23 13. 3 14.  0 5. 7 11.  6 - 0 . 4 2
S E C T I O N  1 : T R I G G E R
1- I
T h r e e  y e a r s  b e f o r e  t h e  t i m e  o f  t h e  i n t e r v i e w s ,  a  c o m p l e t e l y  n e w  t o p  m a n a g e ­
m e n t  t e a m  h a d  b e e n  c r e a t e d  to  l e a d  t h e  o r g a n i s a t i o n  ; t h i s  t e a m ,  in  t u r n ,  
r e c r u i t e d  a p p r o x i m a t e l y  100 n e w  m a n a g e r s .
B o t h  o b s e r v e r s  e x p l a i n e d  t h a t  f r o m  t h a t  t i m e ,  a  c o m p l e t e l y  f o r m a l  a n d  
r e g u l a r  s y s t e m  f o r  r e v i e w i n g  c o r p o r a t e  p e r f o r m a n c e  w a s  b e i n g  d e v e l o p e d  
a n d  i n t r o d u c e d ,  c o v e r i n g  s u c h  a r e a s  a s  -
O b j e c t i v e  s e t t i n g
S c a n n i n g  o f  e n v i r o n m e n t a l  c o n s t r a i n t s  
E v a l u a t i o n  of  c o r p o r a t e  s t r e n g t h s  a n d  w e a k n e s s e s  
P r o d u c t  /  M a r k e t  s t r a t e g y  
M o n i t o r  a n d  c o n t r o l  s y s t e m s
1 . 2
O b s e r v e r  1 e x p l a i n e d  t h a t  t h i s  s y s t e m ,  in  i t s  d e v e l o p m e n t  s t a g e s ,  h a d  s i g n a l l e d  
t h e  n e e d  f o r  t h e  c o m p a n y  t o  c o n s i d e r  a c q u i s i t i o n  ; t h i s  i s  in  c o n t r a s t  t o  t h e  
p e r c e p t i o n  o f  O b s e r v e r  2.  T h e  e x a c t  n a t u r e  of  t h e  ' t r i g g e r  f a c t o r s '  a r e  s h o w n  
in  T a b l e  1 :
O b s e r v e r  1 O b s e r v e r  2 C o n s e n s u s
( = 2 / 2 )
F i n a n c i a l  :
P r o f i t a b i l i t y 3 =
L o w  g e a r i n g  r e l a t i v e  t o  p o t e n t i a l 1
P / E 3 =
M a r k e t i n g  :
S t a t i c  g r o w t h  in  p r o d u c t s 4=
L i m i t e d  m a r k e t s 1
S t a t i c  g r o w t h  in  m a r k e t s 4= 3 2
C o r p o r a t e  :
L o w  t r a d i n g  u t i l i s a t i o n  o f  p r o p e r l • y  2 • 2 1
T A B L E  1 : RANKING O F  S IG N A L  F A C T O R S
2A l t h o u g h  t h e r e  i s  s o m e  d i s a g r e e m e n t  , t h e  t w o  f a c t o r s  on  w h i c h  t h e r e  i s  
a g r e e m e n t  w e r e  a l s o  p e r c e i v e d  b y  O b s e r v e r  3 a s  b e i n g  t h e  p r i m e  a c q u i s i t i o n  
m o t i v a t i n g  f a c t o r s .  It i s  i n t e r e s t i n g  t o  n o t e  t h a t  O b s e r v e r  1, w h o  d e s c r i b e d  
m o r e  f i n a n c i a l  s i g n a l s  t h a n  O b s e r v e r  2, w a s  t h e  F i n a n c i a l  D i r e c t o r .
1. 3
B o t h  O b s e r v e r s  c o n s i d e r e d ,  w i t h  t h e  b e n e f i t  of  h i n d s i g h t ,  t h a t  t h e  f a c t o r s  
w h i c h  t h e y  p e r c e i v e d  to  b e  i m p o r t a n t  h a d  b e e n  a c c u r a t e l y  r e c o g n i s e d  a t  t h e  
t i m e .
3S E C T I O N  2 : E L IM IN A T IO N
2 . 1
B o t h  e x e c u t i v e s  e x p l a i n e d  t h a t  t h e  s i g n a l s  p r e v i o u s l y  d e s c r i b e d  f o c u s s e d  
a t t e n t i o n  on a  s p e c i f i c  c a t e g o r y  o f  c o m p a n y ,  v i z .  , " R e t a i l i n g  b u s i n e s s e s  
w i t h  p o t e n t i a l  f o r  r a p i d  e x p a n s i o n  u s i n g  t h e  e x c e s s  p r o p e r t y  w h i c h  t h e  
c o m p a n y  a t  t h e  t i m e  r e n t e d  o u t  to  o t h e r  o r g a n i s a t i o n s " .  T h i s  i s  c o n s i s t e n t  
w i t h  t h e  c r i t e r i a ,  w h i c h  t h e  c o m p a n y  l a t e r  a p p l i e d  t o  b o t h  E v a n s  O u t s i z e  a n d  
R y m a n .
2 . 2
T h e  h i g h  l e v e l  o f  a g r e e m e n t  w a s  m a i n t a i n e d  w h e n  e x e c u t i v e s  e x p l a i n e d  
t h a t  a  c o m p l e t e  i n t e r n a l  a u d i t  c o v e r i n g  t h e  f o l l o w i n g  q u e s t i o n s  t o o k  p l a c e  
p r i o r  t o  e a c h  a c q u i s i t i o n  :
1 D i d  y o u  c o n s i d e r  t h e  c o n c e p t  o f  t h e  B u s i n e s s  ?
2 D i d  y o u  a s s e s s  c o r p o r a t e  o b j e c t i v e s  ? .
3 D i d  y o u  a p p r a i s e  c o r p o r a t e  s t r e n g t h s  a n d  w e a k n e s s e s  ?
4 D i d  y o u  c o n s c i o u s l y  c h o o s e  t o  c o n c e n t r a t e  y o u r  a c q u i s i t i o n
a c t i v i t i e s  in  s p e c i f i c  c o m p a n y  c a t e g o r i e s  by  m a t c h i n g  
s t r e n g t h s  o r  a t t e m p t i n g  t o  e l i m i n a t e  w e a k n e s s e s  a s  y o u  
a s s e s s e d  t h e m  ? T h a t  i s ,  d i d  y o u  s e e k  s y n e r g y  ?
2.  3
C o n c e p t  o f  t h e  B u s i n e s s
T h e  c o m p a n y  h a s  b e e n  c o r r e c t l y  c l a s s i f i e d  i n  t h e  " r e t a i l  b u s i n e s s " ,  a l t h o u g h  
e a c h  e x e c u t i v e  q u a l i f i e d  t h i s  in  a  d i f f e r e n t  w a y  :
O b s e r v e r  1 : R e t a i l e r s  w i t h  p r o p e r t y  i n t e r e s t s
O b s e r v e r  2 : S p e c i a l i s t  r e t a i l e r s  e x c l u d i n g  food .
O b s e r v e r  3 d i d  n o t  a g r e e  w i t h  e i t h e r  o f  h i s  c o l l e a g u e s .  H e  p e r c e i v e d  t h a t  t h e  
e x e c u t i v e s  c o n c e r n e d  h a d  d e c i d e d  t h a t  t h e  c o m p a n y  w a s  s i m p l y  in  t h e  R e t a i l
B u s i n e s s  a n d  t h a t  t h e y  s h o u l d  h a v e  q u a l i f i e d  t h i s  b y  o n l y  c o n s i d e r i n g  g r o w t h  
i n  H i g h  S t r e e t  R e t a i l  B u s i n e s s  ; t h i s  a n a l y s i s  w o u l d  h a v e  e x c l u d e d  t h e  
a c q u i s i t i o n  of  R y r n a n .
2. 4
A s  i n  t h e  p r e v i o u s  s e c t i o n ,  O b s e r v e r  2 p e r c e i v e d  m o r e  p r i m e  c o m p a n y  
o b j e c t i v e s  t o  e x i s t  t h a n  O b s e r v e r  1. B o t h  d e c l i n e d  t o  r a n k  t h e  i t e m s  s p e c i f i e d ,  
a l t h o u g h  O b s e r v e r  2 c l a s s i f i e d  t h e m  i n t o  c a t e g o r i e s  of  l o n g  a n d  s h o r t  t e r m .  
(S e e  T a b l e  2) .  In  e a c h  c a s e ,  t h e  e x e c u t i v e s  c o n s i d e r e d  t h a t  t h e  a r e a s  in  w h i c h  
o b j e c t i v e s  w e r e  s p e c i f i e d  w e r e  t h e  c o r r e c t  o n e s  w i t h  t h e  b e n e f i t  of  h i n d s i g h t .
O b s e r v e r  1 O b s e r v e r  2
..... n
C o n s e n s u s  
( = 2 / 2 )
F i n a n c i a l  :
L i q u i d i t y 7  L
P r o f i t a b i l i t y • 7 S 7 J
G e a r i n g 7  L
G r o w t h 7  L
M a r k e t i n g  :
M a i n t a i n  m a r k e t  s h a r e  in  e x i s t i n g  
m a r k e t s
7 S
P r o d u c t  D e v e l o p m e n t 7  s
P r o d u c t  R a t i o n a l i s a t i o n 7  s
A c q u i s i t i o n 7  s
C u s t o m e r  S e r v i c e 7
C o r p o r a t e  :
I m a g e  o f  b u s i n e s s e s  w i t h i n  g r o u p 7  l
C o m m u n i t y  S e r v i c e 7
M a n a g e m e n t  I m p r o v e m e n t 7  s
T A B L E  2 : P R I M E  C O M P A N Y  O B J E C T I V E S
N ote  : L  = L o n g  T e r m ,  S = S h o r t  T e r m
5A l t h o u g h ,  t h e r e  i s  s u b s t a n t i a l  d i s a g r e e m e n t  b e t w e e n  t h e  t w o  o b s e r v e r s ,  
i n  e a c h  c a s e  t h e i r  a n s w e r s  t h r o u g h o u t  t h e  q u e s t i o n n a i r e  a r e  i n t e r n a l l y  
c o n s i s t e n t .
2.  5
In c o n t r a s t  to  t h e  p r e v i o u s  s e c t i o n ,  a g r e e m e n t  d i d  e x i s t  b e t w e e n  t h e  t w o  
o b s e r v e r s  a s  t o  t h e  r e s u l t  of  t h e  a n a l y s i s  o f  t h e  m a j o r  s t r e n g t h s  a n d  w e a k ­
n e s s e s  of  t h e  g r o u p .  S e e  T a b l e  3.
S T R E N G T H S W E A K N E S S E S
O b s e r v e r  1 O b s .  2 C o n s e n s u s O b s e r v e r  1 O b s .  2
!
C o n s e n s u s ;
I
F i n a n c i a l  :
G e a r i n g  P o t e n t i a l 1 = 1 = 1 =
P r o f i t a b i l i t y 1 =
M a r k e t i n g  :
B u y i n g  P o w e r 1 =
O u t  o f  d a t e  s h o p s 2
C o r p o r a t e  :
N a t i o n a l  p r o p e r t y 1 = 1 = 1 =
c o v e r a g e
I m a g e 1 = 2 2
C o n t r o l  S y s t e m 1 =
M a n a g e m e n t 1 = 1
O r g a n i s a t i o n  s t r u c t u r e 1 =
T A B L E  3 : C O R P O R A T E  S T R E N G T H S  A N D  W E A K N E S S E S
T h e  g o o d  c o m p a n y  i m a g e  a s  d e s c r i b e d  b y  b o t h  e x e c u s t i v e s  w a s  r e f l e c t e d  i n  
s t r o n g  c u s t o m e r  l o y a l t y .  O b s e r v e r  2 d e s c r i b e d  t h e  o r g a n i s a t i o n  w h i c h  h a d  b e e n  
i n  o p e r a t i o n  p r i o r  to  t h e  i n t r o d u c t i o n  o f  t h e  n e w  m a n a g e m e n t  t e a m  a s  a  ' w a s h i n g  
l i n e '  a n d  a s  s u c h  , c o m p l e t e l y  u n w o r k a b l e .
6S E C T I O N  3 : C O N C E N T R A T I O N
3. 1
A s  e x p l a i n e d  by  b o t h  e x e c u t i v e s  i n  S e c t i o n  2, t h e  s e a r c h  f o r  a c q u i s i t i o n  
p o s s i b i l i t i e s  c o n c e n t r a t e d  on a n  e v e n t u a l  s y n e r g i s t i c  e f f e c t .  T h u s ,  t h e y  
w e r e  l o o k i n g  f o r  r e t a i l i n g  c o m p a n i e s  w i t h  h i g h  p r o f i t a b i l i t y  a n d  g o o d  
g r o w t h  p o t e n t i a l ,  r e f l e c t e d  in  l e s s  t h a n  n a t i o n a l  c o v e r a g e ,  w h i c h  w o u l d  
u t i l i s e  t h e  p r o p e r t y  o w n e d  by  t h e  g r o u p  m o r e  e f f e c t i v e l y .  T h i s  a l s o  r e f l e c t s  
t h e  p e r c e p t i o n  o f  O b s e r v e r  3 a s  s h o w n  i n  T a b l e  4 .
O b s e r v e r  1 O b s e r v e r  2 O b s e r v e r  3
*
C o n s e n s u s  
(= 1)
F i n a n c i a l  :
P r o f i t a b i l i t y 1 = 1 = 3 J
M a r k e t i n g  :
L e s s  t h a n  n a t i o n a l  
c o v e r a g e
1 = 1 = 2 V
G r o w t h  m a r k e t 1 = 1 = 1 J
C o r p o r a t e  :
G o o d  m a n a g e m e n t 1 =
D i s t i n c t  I m a g e 1 =
G o o d  c o n t r o l  s y s t e m 1 =
T A B L E  4 : R A N K I N G  O F  C R I T E R I A
* I n s u f f i c i e n t  a g r e e m e n t  t o  e s t a b l i s h  a n  o r d e r  of  r a n k i n g .  ( K e n d a l l s  c o e f f i c i e n t
2
o f  c o n c o r d a n c e  = 0. 1 4 ,X = 0. 67 5% S L  = 5. 99)
In e a c h  c a s e ,  o b s e r v e r s  f e l t  t h a t  t h e s e  w e r e  t h e  c o r r e c t  c r i t e r i a  a t  t h a t  t i m e ,  
a l t h o u g h  a s  e x p l a i n e d  p r e v i o u s l y ,  O b s e r v e r  3 f e l t  t h a t  t h e  " s h o p p i n g  l i s t "  s h o u l d  
h a v e  b e e n  l i m i t e d  t o  ' h i g h  s t r e e t 1 r e t a i l e r s .  T h i s  w o u l d  h a v e  e x c l u d e d  t h e  
a c q u i s i t i o n  of  R y m a n  w h i c h  i s  in  a  b u s i n e s s  t h a t  r e q u i r e s  i t ' s  o u t l e t s  t o  b e  
n e a r  o f f i c e  b l o c k s  r a t h e r  t h a n  in  t h e  ' h i g h  s t r e e t ' .
7S E C T I O N  4
4. 1
In t h e  c a s e  o f  b o t h  R y m a n s  a n d  E v a n s  a  d i r e c t  a p p r o a c h  w a s  m a d e  t o  t h e  
o w n e r s ,  a l t h o u g h  in  t h e  l a t t e r  c a s e  t h i s  w a s  a f t e r  a n  i n i t i a l  m e e t i n g  t h r o u g h  
t h e  R o t h s c h i l d  M e r c h a n t  B a n k .  A l l  e x e c u t i v e s  f e l t  t h a t  a  d i r e c t  a p p r o a c h  t o  
t h e  o w n e r s  w a s  t h e  c o r r e c t  m e t h o d  t o  a d o p t  - " w e  w a n t  t o  k n o w  i f  t h e  
c h e m i s t r y  i s  r i g h t "  ( O b s e r v e r  1)
4.  2
F o r  E v a n s ,  t h e  b i d  t o o k  t h e  f o r m  of  s o m e  B u r t o n  A  s h a r e s  a n d  s o m e  9^% 
u n s e c u r e d  l o a n  s t o c k  a n d  f o r  R y m a n  l o a n  s t o c k .  In e a c h  c a s e ,  t h e  o w n e r s  
w e r e  n o t  i n t e r e s t e d  in  c a s h  a s  t h i s  w o u l d  r e q u i r e  t h e m  t o  p a y  c a p i t a l  g a i n s  
t a x .
4.  3
A l l  e x e c u t i v e s  a g r e e d  t h a t  a  p r e m i u m  w a s  p a i d  o v e r  b o t h  p r e - b i d  m a r k e t  
p r i c e  a n d  n e t  a s s e t  v a l u e  f o r  e a c h  o f  t h e  tw o  a c q u i s i t i o n s  d i s c u s s e d .  S o m e  
d i s s e n t  b e t w e e n  O b s e r v e r s  1 a n d  2 w a s  n o t e d  w h e n  t h e y  w e r e  a s k e d  i f  i t  h a d  
b e e n  n e c e s s a r y  f o r  B u r t o n  t o  e x c e e d  t h e i r  m a x i m u m  p r i c e .  T a b l e  5 i l l u s t r a t e s .
O b s e r v e r  1 O b s e r v e r  2 C o n s e n s u s
( = 2 / 2 )
E v a n s  O u t s i z e NO NO NO
R y m a n  - C o n r a n YE S NO X
T A B L E  5 : WAS IT N E C E S S A R Y  T O  R A I S E  T H E  M A X I M U M  P R I C E  ?
8S E C T I O N  5 : P O S T A CQU ISITIO N
5. 1
C o n s i s t e n t  w i t h  t h e  r e a s o n s  f o r  a c q u i s i t i o n  a s  d e s c r i b e d  in  p r e v i o u s  s e c t i o n s  
a n d  t h e  r e - o r g a n i s a t i o n  a n d  d e v e l o p m e n t  o f  a  f o r m a l  p l a n n i n g  s y s t e m ,  e x e c u t i v e s  
a l l  d e s c r i b e d  t h e  f o l l o w i n g  p o s t - a c q u i s i t i o n  c h a n g e s  f o r  b o t h  R y m a n  a n d  E v a n s  
O u t s i z e .
A s s e t  S t r u c t u r e t h e  p r o p e r t y  i n t e r e s t e s  o f  t h e  g r o u p  w e r e  p u t  
i n t o  a  s e p a r a t e  d i v i s i o n ,  b u t  o t h e r w i s e  t h e  
c o m p a n i e s  c o n t i n u e d  to  t r a d e  i n  t h e i r  ow n  
r i g h t  a s  s e p a r a t e  u n i t s .
M a r k e t i n g  ; e x t r a  s h o p s  w e r e  m a d e  a v a i l a b l e ,  p a r t i c u l a r l y  
i n  t h e  c a s e  of  E v a n s .
O r g a n i s a t i o n  : t h e  o r g a n i s a t i o n  s t r u c t u r e  o f  b o t h  c o m p a n i e s  
w a s  c h a n g e d  in  o r d e r  t o  b r i n g  t h e m  i n t o  l i n e  
w i t h  t h e  n e w  s t r u c t u r e  w h i c h  w a s  b e i n g  i n t r o ­
d u c e d  i n t o  t h e  G r o u p  a s  a  w h o l e .  T h e  o n l y  
m a n a g e m e n t  c h a n g e s  w h i c h  t o o k  p l a c e  w e r e  a t  
t h e  t o p  l e v e l  in  b o t h  c o m p a n i e s ,  t h e  C h i e f  
E x e c u t i v e  o f  E v a n s  b e i n g  m o v e d  i n t o  t h e  G r o u p .
C o n t r o l  S y s t e m s t h e  c o n t r o l  s y s t e m s  f o r  t h e  w h o l e  g r o u p  w e r e  
r a t i o n a l i s e d  a n d  s t r e n g t h e n e d .  O b s e r v e r  3 
e x p l a i n e d  t h a t  o n e  o f  t h e  m a j o r  a t t r a c t i o n s  of  
E v a n s  to  t h e  B u r t o n  e x e c u t i v e  w a s  t h e  s o p h i s t i c a t e d  
c o m p u t e r i s e d  s t o c k  c o n t r o l  m e t h o d s  w h i c h  t h e  
c o m p a n y  u s e d .  T h i s  i s  c o n s i s t e n t  w i t h  t h e  c r i t e r i a  
f o r  a c q u i s i t i o n  d e s c r i b e d  b y  O b s e r v e r  1.
T h e  h i g h  l e v e l  o f  a g r e e m e n t  c o n t i n u e d  w h e n  e x e c u t i v e s  w e r e  a s k e d  
t o  d e s c r i b e  t h e  e x t e n t  t o  w h i c h  a c t i o n  h a d  b e e n  p l a n n e d  p r i o r  t o  
a c q u i s i t i o n .  T h e  o n l y  d i s s e n t i n g  v o i c e  w a s  t h a t  o f  O b s e r v e r  1 w h o  
c o n s i d e r e d  t h a t  t h e  d e c i s i o n  t o  r e - o r g a n i s e  t h e  a s s e t  s t r u c t u r e  
w a s  n o t  t a k e n  u n t i l  a f t e r  t h e  a c q u i s i t i o n  o f  E v a n s  O u t s i z e .  T h e  l i s t
I
b e l o w  s h o w s  t h e  c o n s e n s u s  a n s w e r s  :
A s s e t  s t r u c t u r e  - P l a n n e d
M a r k e t i n g  - P l a n n e d
O r g a n i s a t i o n  s t r u c t u r e  - N o t  p l a n n e d
C o n t r o l  s y s t e m s  - P l a n n e d
5. 3
In e a c h  c a s e ,  e x e c u t i v e s  f e l t  t h a t  a c t i o n  t a k e n  h a d  b e e n  c o r r e c t  a l t h o u g h  
R y m a n s  h a d  n o t  b e e n  a s  e f f i c i e n t  a  c o m p a n y  a s  w a s  e x p e c t e d ,  a n d  t h i s  
h a d  r e s u l t e d  in  t h e  B u r t o n  m a n a g e m e n t  d e v o t i n g  m o r e  t i m e  t o  t h e  c o m p a n y  
t h a n  h a d  b e e n  a n t i c i p a t e d .  F o r  t h i s  r e a s o n ,  p l u s  t h e  f a c t  t h a t  a  n e w  g r o u p  
o f  p e o p l e  w e r e  l e a r n i n g  t o  w o r k  t o g e t h e r  a s  a  t e a m  a n d  t h a t  a  s u b s t a n t i a l  
a m o u n t  o f  r e  o r g a n i s a t i o n  w a s  t a k i n g  p l a c e  i n  t h e  G r o u p  a s  a  w h o l e ,  e a c h  
a c q u i s i t i o n  t o o k  l o n g e r  t o  d i g e s t  t h a n  h a d  b e e n  o r i g i n a l l y  a n t i c i p a t e d .
5. 4
A l l  e x e c u t i v e s  a g r e e d  t h a t  t h e  tw o  a c q u i s i t i o n s  h a d  b e e n  s u c c e s s f u l ,  a l t h o u g h  
R y m a n 1 s l e s s  s o  t h a n  E v a n s .  T h i s  w a s  d u e  t o  " p r e v i o u s l y  u n k n o w n  p r o b l e m s  
m a i n l y  i n  t h e  a c c o u n t i n g  a n d  a d m i n i s t r a t i v e  a r e a s " .  T h e  c r i t e r i a  w h i c h  
e x e c u t i v e s  u s e d  t o  d e s c r i b e  s u c c e s s  w e r e  :
O b s e r v e r  1 " t h e  c o n f i r m a t i o n  o f  p r o f i t  g r o w t h  w h i c h  m a k e s
t h e  s p e n d i n g  of t h e  m o n e y  w o r t h w h i l e "
O b s e r v e r  2 " i t  h a s  g i v e n  t h e  c o m p a n y  t h e  o p p o r t u n i t y  t o
i n v e s t  m o n e y  p r o f i t a b l y .  "
" i t  e n a b l e d  B u r t o n  to  i n c r e a s e  p r o f i t a b i l i t y  
a n d ,  b y  d i v e r s i f y i n g ,  p r e s e n t  a  n e w  f a c t  
t o  t h e  p u b l i c .  "
B A C K G R O U N D
T h e  p r i n c i p l e  a c t i v i t i e s  o f  t h e  G r o u p  c o m e  u n d e r  f i v e  m a i n  
h e a d i n g s ,  v i z  :
C a l o r  G a s  S a l e  o f  C a l o r  G a s  a n d  a p p l i a n c e s  i n  U K
C a l o r  E n g i n e e r i n g  E n g i n e e r i n g  s e r v i c e s  f o r  t h e  g r o u p  a n d
t h i r d  p a r t i e s .
C a l o r  A g r i c u l t u r e  M a r k e t i n g  o f  a n h y d r o u s  a m m o n i a  a n d
o t h e r  f e r t i l i s e r s .
C a l o r  I n t e r n a t i o n a l  A l l  o v e r s e a s  i n t e r e s t s .
C a l o r k o s a n g a s  S a l e  o f  C a l o r  G a s  a n d  a p p l i a n c e s  i n
I r e l a n d .
T h e  a c q u i s i t i o n s  d i s c u s s e d  a r e  :
(1) D i r e c t  N i t r o g e n  a c q u i r e d  b y  C a l o r  A g r i c u l t u r e  i n  J u n e  1971
(2) L.  P .  G.  L t d  a c q u i r e d  b y  C a l o r ,  I r e l a n d ,  i n  J u n e  1971 a n d  
n a m e d  K o s a n g a s  in  t h i s  r e p o r t .
O B S E R V E R S  I N T E R V I E W E D
O b s e r v e r P o s i t i o n N o .  of  Y e a r s
In J o b In  C o m p a n y
1 M a n a g i n g  D i r e c t o r  - 
C a l o r  G a s  I r e l a n d .
2 } 2 —  “ 2
2 G e n e r a l  M a n a g e r  - 
A g r i c u l t u r a l  D i v i s i o n
7 7
3 M a n a g i n g  D i r e c t o r  - 
C a l o r  I n t e r n a t i o n a l
7 10
4 M a n a g i n g  D i r e c t o r  - 
C a l o r  G a s
1 2
CALOR GAS - F I N A N C IA L  ANALYSIS
1967 1968 1969 1970 1971
T u r n o v e r 15, 448 18, 557 39, 868 22,  784 26,  024
N e t  W o r t h 10, 653 10, 965 10, 852 11, 135 12, 793
N e t  A s s e t s 13, 816 14, 134 13, 926 16, 432 18, 013
P B I T 842 1, 696 1, 615 2, 103 2, 604
P A T 4 2 6 628 662 795 1, 191
N o .  S h a r e s  ( ' 0 0 0 ) 27,  900 27 ,  900 27,  900 32,  000 32,  000
No.  E m p l o y e e s — 3, 208 3, 242 3, 409 3, 287
G r o s s  M a r g i n 5 . 4 9. 1 8.  1 9. 2 10. 0
N e t  M a r g i n 2.  8 3. 4 3. 3 3. 5 4.  6
R e t u r n  on  N e t  A s s e t s 6. 1 12. 0 11.  6 12. 8 14. 5
R e t u r n  on N e t  W o r t h 5 . 9 10. 8 11.  8 13. 8 16. 0
A s s e t  T u r n o v e r 1. 12 1. 32 1 . 4 3 1. 39 1. 44
C u r r e n t  R a t i o 1. 18 1. 14 1. 07 1. 46 1. 45
A c i d  T e s t 0. 84 0. 92 0. 85 1. 14 1. 12
D e b t o r s  ( d a y s ) 97 113 118 106 123
G e a r i n g 22 .  6 22 .  4 21 .  8 3 1 . 8 28 .  8
D i v i d e n d  C o v e r 0. 94 1 . 1 2 1. 15 1. 26 1. 59
T u r n o v e r  p e r  e m p l o y e e — 5, 800 6, 150 6, 700 1 ,  900
N e t  A s s e t s  p e r  s h a r e  ( £ ) 50 50 50 51 56
E a r n i n g s  p e r  S h a r e  (p) 1. 5 2. 2 2.  4 2.  5 3. 7
C A L O R  GAS - M A R K E T  D A T A  BOT 8 1 /2  s ic  831 /1
1967 1968 1969 1970 1971
S I Z E R O I S I Z E RO I S I Z E R O I S I Z E R O I S I Z E R O I
P o w e l l  D u f f r y n — 7. 7 79.  06 10. 8 88.  42 11.  8 98 .  65 10. 6 1 1 8 . 7 2 11. 1
C h a r r i n g t o n  G a r d ­
n e r
58 .  68 1 1 .1 62.  01 15. 6 84. 67 14. 2 81.  02 12. 6 89 . 63 15.  5
L u n t  C o m  l e y  & P i t t — 20.  2 38.  92 11. 8 36.  85 19. 3 37.  52 17. 4 A A
C a w o o d s 66.  28 20.  4 67.  55 24.  1 73.  03 25.  4 70.  08 20 .  6 79.  51 25 .  3
M i l e s  D r u c e 18. 27 1 1 . 3 2 6 . 4 1 9. 8 35.  92 19. 1 4 7 .  18 23 .  8 NI NI
S m i t h  (E  & H P ) 9. 86 13. 2 8. 55 9. 2 8. 24 6. 6 8. 97 5. 8 6. 19 5. 5
M i l l a r s  T i m b e r 9. 99 10. 4 10. 79 11. 7 A A A A A A
R e x m o r e — 2 7 .  6 10. 72 29.  5 13. 57 25 .  0 18. 09 2 1 .  6 20.  46 20 .  5
E l l i s  & E v e r a r d 13. 17 8 . 9 13. 96 14. 3 14. 44 11. 3 14. 87 10. 0 1 3 . 4 3 17.  0
K e n n e d y s  ( B u i l d e r s  
a n d  M e r c h a n t s )
— 14. 0 5. 15 13. 8 5. 46 10. 7 5. 99 12. 8 8. 20 19.  0
P h o e n i x  T i m b e r 10. 00 10. 0 10. 81 13. 3 10. 73 9 . 4 11. 80 L o s s 12. 09 9 . 4
L y e  T r a d i n g  Co . 4.  7 0 15. 0 6. 24 19. 0 6. 69 23 .  3 8. 28 25 .  7 10. 63 14.  8
E r i t h  & C o . 7. 21 19. 6 7. 54 15. 0 6. 73 10.  3 6. 45 14. 2 NI NI
H e n d e r s o n  ( j .  W. ) 8. 77 22.  0 8. 97 23.  3 8. 72 19.  7 8. 04 12. 0 8. 72 2 1 . 3
B l a n d  ( J o h n ) — 7. 2 5. 81 13. 4 5. 69 3. 7 5 . 4 9 L o s s 5. 14- L o s s
H a r r i s  (M. P ) 3. 82 20.  2 4.  30 23.  2 4. 27 16.  1 4.  81 2 1 . 0 6. 08 26 .  8
P a r k e r  W i n d e r  a n d  
A c h u r c h
3. 19 9 . 2 3. 60 11. 5 3. 36 10.  6 NI NI NI N I
W e b b s  (Edward)& :  Sns — 1 . 5 2. 29 7. 2 1. 97 L o s s NA 4.  4 NI NI
J o h n s o n  G i b b o n s 6. 59 6. 0 6. 37 5. 2 6. 25 3 . 9 6. 48 8. 3 ❖ 8 . 4
S t o r e r  ( W m .  T) — 14. 9 3. 10 18. 7 3. 70 21 .  0 A A A A
R e n w i c k ,  W i l t o n  & 
D o b s o n
19. 20 ■— 19.12 13. 1 ❖ 12. 2 18. 0 -I*'!' 29 .  3
M i l n  ( d a v i d ) — 9. 9 1. 60 14. 0 1. 72 16. 7 1. 88 21.  9 A A
S t o t t  a n d  S m i t h — 1 . 4 1. 46 8. 7 1. 43 L o s s 1. 42 L o s s A A
B u r n d e n t  I n v e s t m e n t s 1. 81 21 .  6 2 . 4 6 28.  4 2. 77 25 .  2 3. 08 24 .  1 3. 99 2 3 . 4
G r e e n m a n — 12. 6 — 14. 4 — 7. 7 A A A A
L e n n o n  B r o s 5. 47 — 5. 39 11. 8 5. 89 9. 5 6. 08 8. 1 6. 07 7. 6
D M H o l d i n g s — L o s s — 1. 3 — 4 . 4 — 7. 2 NI NI
c h a n g e d  a c c o u n t i n g  y e a r  
** e x c l u d e s  W e s t e r n  F u e l  C o .
NA = N o t  a v a i l a b l e
NI  = N o t  i s s u e d  a t  t i m e  of  a n a l y s i s
A = A c q u i r e d
C A L O R  GAS - M A R K E T  A N A L Y S I S  
S I Z E  ( £ ' 0 0 0 , 0 0 0 )
Y e a r S a m p l e
No .
M e d i a n M e a n S. D. C a l o r
G a s
S c o r e
1967 16 9. 93 15.  3 18.  7 1 5 . 4 0. 00
1968 25 6.  37 16. 5 21.  8 18.  6 + 0. 10
1969 23 6. 25 18.  0 26 .  7 1 9 . 9 + 0. 07
1970 20 8. 16 22 .  3 28 .  9 22 .  8 0. 00
1971 14 9. 76 2 7 .  6 34 .  3 26 .  0 - 0. 05
R O L E  (%)
Y e a r S a m p l e
No .
M e d i a n M e a n S.  D. C a l o r
G a s
S c o r e
1967 25 1 1 . 2 12.  6 6. 6 6. 1 - 0. 98
1968 27 13. 4 14.  5 6. 75 12. 0 - 0. 37
1969 26 1 1 . 0 13.  0 7. 4 11. 6 - 0. 19
197C 23 10.  6 13.  0 8. 2 12. 8 - 0. 02
1971 16 15.  2 16.  0 8. 0 14. 5 - 0. 19
S E C T I O N  1 : T R IG G E R
I .  1
W h e n  a s k e d  t o  d e s c r i b e  t h e  t y p e  o f  p l a n n i n g  s y s t e m  in  o p e r a t i o n  
a t  t h e  t i m e  i m m e d i a t e l y  p r i o r  t o  t h e  tw o  a c q u i s i t i o n s  d i s c u s s e d ,  a l l  
e x e c u t i v e s  a g r e e d  t h a t  a  f o r m a l ,  r e g u l a r  f i n a n c i a l  m o n i t o r i n g  s y s t e m  
w a s  i n  u s e  a n d  t h a t  no  s y s t e m  f o r  e v a l u a t i n g  c o m p a n y  s t r e n g t h s  a n d  
w e a k n e s s e s ,  o r  p r o d u c t - m a r k e t  s t r a t e g y ,  e x i s t e d .
T h e r e  w a s  s u b s t a n t i a l  d i s a g r e e m e n t  a b o u t  t h e  e x i s t e n c e  o f  a n y  
m o n i t o r i n g  of  c o m p a n y  o b j e c t i v e s  o r  e x t e r n a l  c o n s t r a i n t s .  T h i s  i s  
s h o w n  in  T a b l e  1.
O B S E R V E R O B J E C T I V E S C O N S T R A I N T S
1 I n f o r m a l I r r e g u l a r I n f o r m a l I r r e g u l a r
2 NO S Y S T E M N O S Y S T E M
3 I n f o r m a l R e g u l a r I n f o r m a l R e g u l a r
4 NO S'r S T E M I n f o r m a l R e g u l a r
C o n s e n s u s  
( =  1)
No
c o n s e n s u s
No
c o n s e n s u s I n f o r m a l
N o
c o n s e n s u s
T A B L E  1 : S Y S T E M  F O R  E V A L U A T I N G  O B J E C T I V E S  A N D
C O N S T R A I N T S
1 . 2
B o t h  a c q u i s i t i o n s  d i s c u s s e d  w e r e  s e e n  b y  e x e c u t i v e s  a s  d e f e n s i v e  m e a s u r e s  
in  m a r k e t s  w h i c h  w e r e  d o m i n a t e d  b y  t w o  c o m p a n i e s .  D e s p i t e  b e i n g  a w a r e  
t h a t  K o £ a n g a s  h a d  b e e n  " d r e s s e d  u p  f o r  s a l e "  ( O b s e r v e r  1) b y  t h e  p r e v i o u s  
o w n e r ,  t h e  a c q u i s i t i o n  w a s  c o m p l e t e d  in  v i e w  o f  t h e  p o t e n t i a l  t h r e a t  p o s e d
b y  i t  b e i n g  p u r c h a s e d  by  a n  A m e r i c a n  o i l  c o m p a n y ,  t h u s  e s t a b l i s h i n g  
a n  I r i s h  o p e r a t i o n a l  b a s e ,  a n d  c o m p e t i n g  w i t h  C a l o r  G a s  i n  t h e  U n i t e d  
K i n g d o m  m a r k e t  ( O b s e r v e r  4) .
D i r e c t  N i t r o g e n  w a s  o w n e d  b y  B .  P .  w h o  w e r e  " n o t  v e r y  h a p p y  w i t h  
t h e  b u s i n e s s "  ( O b s e r v e r  4) .  A l t h o u g h  a g r e e m e n t  e x i s t e d  a m o n g s t  
e x e c u t i v e s  a s  to  t h e  n a t u r e  o f  t h e  a c q u i s i t i o n s ,  d i s a g r e e m e n t  e x i s t e d  
w h e n  t h e y  w e r e  a s k e d  to  d e s c r i b e  t h e  r e a s o n  f o r  C a l o r  G a s  e v e n t u a l l y  
d e c i d i n g  to  m a k e  b i d s  f o r  t h e  c o m p a n i e s .  T a b l e s  2 a n d  3 s h o w  t h e  
a n s w e r s  of  e x e c u t i v e s  f o r  b o t h  K o s a n g a s  a n d  D i r e c t  N i t r o g e n .
O b s e r v e r  1 O b s e r v e r  3 O b s e r v e r  4 C o n s e n s u s
(= ! )
F i n a n c i a l  :
L i q u i d i t y 7  i=
M a r k e t i n g  :
M a r k e t s
M a r k e t  S h a r e 7  1 7 7 2 7  *
C o r p o r a t e  :
M a n a g e m e n t 7  2 7  1= 7  *
T A B L E  2 : S I G N A L  F A C T O R S  F O R  K O Z A N G A S
* I n s u f f i c i e n t  a g r e e m e n t  t o  e s t a b l i s h  a n  o r d e r  o f  r a n k i n g .
1. 3
C a l o r  G a s  h a d  i t s e l f  b e e n  a c q u i r e d  b y  IC G a s  in  1969,  a n d  b o t h  O b s e r v e r s  
1 a n d  3 s t a t e d  t h a t  t h e  r e s u l t a n t  c h a n g e  in  m a n a g e m e n t  o p e n e d  t h e  w a y  f o r  
t h e  a c q u i s i t i o n s  -
O b s e r v e r  1 - " I  w a s  a p p o i n t e d  to  b e  r e s p o n s i b l e  f o r  I r e l a n d
a n d  t h e  m a n a g e m e n t  w a s  m o v e d  f r o m  E n g l a n d .  "
O b s e r v e r  2 - " IC  G a s  c o n t r i b u t e d  a  n e w  m a n a g e m e n t  s t y l e  i n  t h e  
f o r m  of  M r  C o l e b r o o k  p l u s  f i n a n c i a l  b a c k i n g .  "
O b s e r v e r  2 O b s e r v e r  3 O b s e r v e r  4 C o n s e n s u s
( = ! )
F i n a n c i a l  :
L i q u i d i t y 7 i
P r o f i t a b i l i t y n/  2
S i z e V 3
M a r k e t i n g  :
\
G e o g r a p h i c
l o c a t i o n  of V 3
m a r k e t s
M a r k e t  S h a r e v/ 2
C o r p o r a t e  :
M a n a g e m e n t V 1 7  1 s i  1
A p p r o a c h  f r o m
7a n o t h e r
c o m p a n y .
T A B L E  3 : D I R E C T  N I T R O G E N  S I G N A L  F A C T O R S  
1 . 4
It  i s  w o r t h  n o t i n g  t h a t  O b s e r v e r  3 p e r c e i v e d  t h e  o r i g i n a l  a p p r o a c h  to  
h a v e  c o m e  f r o m  B.  P .  r a t h e r  t h a n  f r o m  C a l o r  G a s  a s  d e s c r i b e d  b y  
O b s e r v e r s  2 a n d  4. O b s e r v e r  2 c o n s i d e r e d  t h a t  t h e  i n t r o d u c t i o n  o f
n e w  m a n a g e m e n t  m e a n t  t h a t  i t  w a s  n e c e s s a r y  t o  " c r y s t a l l i s e  t h e  
t h i n k i n g  w i t h i n  t h e  c o m p a n y  t o w a r d s  a n  u n p r o f i t a b l e  d i v i s i o n  in  a  
c a p i t a l - h u n g r y  b u s i n e s s .  "
1. 5
A l t h o u g h  e x e c u t i v e s  d i s a g r e e d  o n  t h e  s i g n a l  f a c t o r s ,  e a c h  f e l t ,  
w i t h  t h e  b e n e f i t  of  h i n d s i g h t ,  t h a t  h i s  ow n  p e r c e p t i o n  w a s  c o r r e c t .
S E C T I O N  TWO : E L IM IN A T IO N
2 . 1
B e c a u s e  of  t h e  d e f e n s i v e  n a t u r e  o f  e a c h  a c q u i s i t i o n  a n d  t h e  l a c k  o f  
c o m p e t i t i o n  in  t h e  tw o  m a r k e t s ,  t h e r e  w a s  no  p o s s i b l e  c h o i c e  of  
c o m p a n i e s  t o  a c q u i r e  - " w e  w e r e  j u s t  p l u g g i n g  u p  h o l e s "  ( O b s e r v e r  3). 
H o w e v e r ,  O b s e r v e r  2 d i d  c o n s i d e r  t h a t  t h e  c o m p a n y  h a d  d e l i b e r a t e l y  
c o n s i d e r e d  t h e  t y p e  of a c q u i s i t i o n  n e e d e d  a n d  h a d  d e c i d e d  to  s c a n  
" a g r i c u l t u r a l  c o m p a n i e s "  r a t h e r  t h a n  " f e r t i l i s e r  c o m p a n i e s " .  T h i s  
p e r c e p t i o n  i s  c o n s i s t e n t  w i t h  h i s  d e s c r i p t i o n  o f  t h e  s i g n a l  i n  S e c t i o n  1 
w h i c h  d o e s  n o t  a u t o m a t i c a l l y  f o c u s  u p o n  a  s p e c i f i c  c o m p a n y .
2 . 2
T h e  e x t e n t  of  t h e  i n t e r n a l  c o m p a n y  a u d i t  w h i c h  w a s  c a r r i e d  o u t  p r i o r  
t o  a  f i n a l  d e c i s i o n  v a r i e d  in  e a c h  c a s e .  T a b l e  4  i l l u s t r a t e s  :
K O S A N G A S D I R E C T  N I T R O G E N
1 3 4 C o n s e n s u s
( = f )
2 3 4 C o n s e n s u s  
( = 1 )
C o n s i d e r  c o n c e p t  
o f  t h e  B u s i n e s s  ?
Y e s Y e s Y e s Y e s Y e s Y e s Y e s Y e s
A s s e s s  c o m p a n y  
o b j e c t i v e s  ?
Y e s Y e s No Y e s No Y e s No Y e s
E v a l u a t e  s t r e n ­
g t h s  a n d  w e a k ­
n e s s e s  ?
Y e s Y e s No Y e s Y e s N o No No
S e e k  s y n e r g y  ? Y e s Y e s Y es Y e s Y e s Y e s Y e s Y e s
T A B L E  4 : C O M P A N Y  AUDIT
2. 3
C o n c e p t  of  t h e  B u s i n e s s
A l t h o u g h  e x e c u t i v e s  a l l  a g r e e d  t h a t  t h i s  q u e s t i o n  w a s  c o n s t a n t l y  
u n d e r  r e v i e w  a n d  h a d  b e e n  d i s c u s s e d  p r i o r  to  e a c h  a c q u i s i t i o n ,  
d i s a g r e e m e n t  d id  e x i s t  a s  to  t h e  f i n a l  c o n c l u s i o n .  S e e  T a b l e  5.
O B S E R V E R C O N C E P T  O F  T H E  B U S IN E S S
1 L i q u i f i e d  P u r e  G a s
2 E n e r g y
3 F u e l  a n d  E n e r g y  ( p r i m e )  l e a d i n g  to
G a s e o u s  F e r t i l i s e r s .
4 L i q u i f i e d  P u r e  G a s  D i s t r i b u t o r s
T A B L E  5 : C O N C E P T  O F  T H E  B U S I N E S S
H o w e v e r ,  e a c h  c o n s i d e r e d  h i s  o w n  p e r c e p t i o n  to  b e  t h e  c o r r e c t  
c o m p a n y  i d e n t i t y  a t  t h a t  t i m e .  I t  i s  i n t e r e s t i n g  to  n o t e  t h a t  s o m e  
e x e c u t i v e s  d i d  n o t  s e e m  q u i t e  c l e a r  on  h o w  t h e  a m m o n i a  d i v i s i o n  
f i t t e d  w i t h  t h e i r  d e s c r i p t i o n ,  a l t h o u g h  a l l  v i e w e d  t h e  d i v i s i o n  a s  
b e i n g  a  n e c e s s a r y  a n d  i m p o r t a n t  p a r t  of  t h e  c o m p a n y .
2.  4
C o m p a n y  O b j e c t i v e s
O n l y  O b s e r v e r s  1 a n d  3 p e r c e i v e d  a n y  p r i m e  c o m p a n y  o b j e c t i v e s  
t o  b e  s p e c i f i e d  p r i o r  t o  t h e  a c q u i s i t i o n s ,  O b s e r v e r  1 e x p l a i n i n g  
t h e s e  t o  b e  i m p l i c i t  r a t h e r  t h a n  e x p l i c i t .  T a b l e  6 s h o w s  t h e  a r e a s  
m e n t i o n e d .
O B J E C T I V E O b s e r v e r  1 O b s e r v e r  3 C o n s e n s u s
F i n a n c i a l  :
P r o f i t a b i l i t y 1 = 1 1
M a r k e t i n g  :
T u r n o v e r 1 = 2 2
P e n e t r a t i o n 1 =
T A B L E  6 : R A N K IN G  O F  P R I M E  C O M P A N Y  O B J E C T I V E S
W h e n  a s k e d  i f  t h e i r  p e r c e p t i o n  w a s  c o r r e c t  w i t h  t h e  b e n e f i t  o f  h i n d s i g h t  
n e i t h e r  o b s e r v e r  w o u l d  c h a n g e  a n y t h i n g .  B o t h  O b s e r v e r s  2 a n d  4 f e l t  
t h a t  i t  w o u l d  h a v e  h e l p e d  t h e  c o m p a n y  if p r i m e  o b j e c t i v e s  h a d  b e e n  
s p e c i f i e d  a t  t h a t  t i m e  - O b s e r v e r  2 c o m m e n t e d  t h a t  t h e  " i n t e r e s t  i n  
G a s  a n d  T r a n s p o r t  s h o u l d  h a v e  b e e n  s p e c i f i e d " .  T a b l e  7 s h o w s  t h e  
d i s a g r e e m e n t  a m o n g s t  o b s e r v e r s  a s  t o  t h e  p a r t i c u l a r  a r e a  u n d e r  t h e  
h e a d i n g  o f  m a r k e t i n g  in  w h i c h  t h e  c o m p a n y  s h o u l d  c o n c e n t r a t e .
O B J E C T I V E S O B S E R V E R S C O N S E N S U S
1 2 3 4 (=1)
F i n a n c i a l  :
P r o f i t a b i l i t y 1 = 2 1 1 J
M a r k e t i n g  :
T u r n o v e r 1 = 2
P e n e t r a t i o n 1 =
P r o d u c t
D e v e l o p m e n t
1 =
M a r k e t
D e v e l o p m e n t
1 = 2 =
D i v e r s i f i c a t i o n 2 =
T A B L E  7 : RANKING O F  P R I M E  C O M P A N Y  O B J E C T I V E S
2. 5
S t r e n g t h s  a n d  W e a k n e s s e s
T h e  tw o  e x e c u t i v e s  d i r e c t l y  c o n c e r n e d  w i t h  t h e  a c q u i s i t i o n s  d i s c u s s e d ,  
d e s c r i b e d  a n a l y s e s  w h i c h  w e r e  d i r e c t l y  r e l a t e d  t o  t h e i r  o w n  d i v i s i o n s  
r a t h e r  t h a n  to  C a l o r  G a s  a s  a  w h o l e .  O b s e r v e r  3 a g r e e d  t h a t  a n  a n a l y s i s  
h a d  b e e n  c a r r i e d  o u t  p r i o r  t o  t h e  a c q u i s i t i o n  o f  K o s a n g a s ,  b u t  n o t  to  
t h a t  o f  D i r e c t  N i t r o g e n .  In t h e  l a t t e r  c a s e ,  t h e  a m o u n t  o f  m o n e y  i n v o l v e d  
w a s  s o  s m a l l  t h a t  i t  d i d  n o t  w a r r a n t  l e n g t h y  c o n s i d e r a t i o n .  T a b l e  8 
s h o w s  o b s e r v e r s '  p e r c e p t i o n  of  t h e  f i n a l  e v a l u a t i o n .  O b s e r v e r  4 e x p l a i n e d  
t h a t ,  b e c a u s e  of  t h e  n a t u r e  of  t h e  t w o  a c q u i s i t i o n s ,  s u c h  a n  a n a l y s i s  w a s  
u n n e c e s s a r y .
S T R E N G T H S W E A K N E S S E S
K O S A N G A S D i r e c t
TVTJ i. _
K O S A N G A S D i r e c t
N i t r o ­N i t r o ­
o b s e r v e r  1 o b s e r v e r  3 g e n  : 
O b s .  2
o b s e r v e r  1 o b s e r v e r  3 g e n  : 
O b s .  2
F i n a n c i a l  :
L i q u i d i t y 1
M a r k e t i n g  :
P r o d u c t s 2 = 2 =
M a r k e t s 1
M a r k e t  S h a r e 2= 1
M a r k e t i n g  
E f f e c t i v e n e s  s
2 2 =
P r o d u c t i o n  :
P r o c e s s e s 2 =
D i s t r i b u t i o n 2
C o r p o r a t e  :
M a n a g e m e n t 1 1 2 =
I m a g e 1
P o o r  c a s h 2=
c o n t r o l
T A B L E  8 : RANKING O F  S T R E N G T H S  AND W EA K N E SSE S
2 . 6
T o t a l  d i s a g r e e m e n t  e x i s t e d  a s  t o  t h e  p r e v a i l i n g  a r e a s  o f  s t r e n g t h  
w i t h i n  t h e  c o m p a n y .  O b s e r v e r  1 v i e w e d  m a n a g e m e n t  a s  " e x p e r i e n c e d  
a n d  l o y a l " ,  a l t h o u g h  s o m e w h a t  " s e l f - s a t i s f i e d "  ; O b s e r v e r  3 t h o u g h t  
t h e  m a j o r  s t r e n g t h  o f  t h e  c o m p a n y  w a s  t h e  i n c r e a s e  i n  l i q u i d i t y  b r o u g h t  
a b o u t  b y  s u p p o r t  f r o m  t h e  n e w  p a r e n t  b o d y .  T h e  " g o o d  c o m p a n y  i m a g e  
a n d  n a m e  w a s  a  m a j o r  f a c t o r  i n  e n a b l i n g  t h e  a m m o n i a  d i v i s i o n  to  
a c h i e v e  c r e d i b i l i t y  w i t h  c u s t o m e r s "  - O b s e r v e r  2 .
2.  7
W h e n  d e s c r i b i n g  c o m p a n y  w e a k n e s s ,  t h e  a n s w e r s  o f  O b s e r v e r  2 a r e  
c o n s i s t e n t  w i t h  h i s  a n s w e r s  to  p r e v i o u s  q u e s t i o n s ,  p a r t i c u l a r l y  t h e  
f i e l d  o f  o b j e c t i v e - s e t t i n g .  H e  v i e w e d  t h e  d o m i n a n c e  o f  g a s  a n d  t r a n s p o r t  
w i t h i n  t h e  c o m p a n y  t o  p e r p e t u a t e  t h e  " m y t h  of  C a l o r "  t h u s  s m o t h e r i n g  
t h e  a m m o n i a  b u s i n e s s  - a n  a r e a  w i t h  h i g h  p o t e n t i a l .
2 . 8
W h e n  a s k e d  i f  a n y  m a j o r  s t r e n g t h s  o r  w e a k n e s s e s  w e r e  n o t  r e c o g n i s e d  
a t  t h e  t i m e  o f  a n a l y s i s ,  O b s e r v e r  1 w o u l d  a d d  t h e  s t r e n g t h  o f  p r e v a i l i n g  
g o o d  i n d u s t r i a l  r e l a t i o n s  in  I r e l a n d .  T h i s  f a c t o r  w a s  a l s o  m e n t i o n e d  by 
e x e c u t i v e s  a s  b e i n g  u l t i m a t e l y  t h e  m a i n  r e a s o n  f o r  d i s r u p t i o n  a f t e r  
a c q u i s i t i o n .  O b s e r v e r  2 a d d e d  t h e  l a c k  o f  c a s h  c o n t r o l  t o  h i s  l i s t  of  
w e a k n e s s e s ,  b u t  d i d  p o i n t  o u t  t h a t  h a d  t h i s  b e e n  r e c o g n i s e d  a t  t h e  t i m e ,  
i t  w a s  u n l i k e l y  t h a t  t h e  a c q u i s i t i o n  o f  D i r e c t  N i t r o g e n  w o u l d  h a v e  b e e n  
m a d e  - t h e  G r o u p  w o u l d  h a v e  m i s s e d  t h e  o p p o r t u n i t y  o f  t u r n i n g  a n  
u n p r o f i t a b l e  a c t i v i t y  i n t o  a  p r o f i t a b l e  o n e .
S E C T I O N  3 : C O N C E N T R A T IO N
3.  1
A l l  e x c e p t  t h e  F i n a n c i a l  D i r e c t o r  p e r c e i v e d  a  l a r g e  n u m b e r  o f  a r e a s  
t o  h a v e  b e e n  e v a l u a t e d  p r i o r  to  e a c h  a c q u i s i t i o n ,  a n d ,  w i t h  t h e  b e n e f i t  
o f  h i n d s i g h t ,  e a c h  e x e c u t i v e  c o n s i d e r e d  h i s  p e r c e p t i o n  t o  h a v e  b e e n  
c o r r e c t .
3 . 2
T a b l e  9 s h o w s  t h e  a r e a s  in  w h i c h  c r i t e r i a  w e r e  s p e c i f i e d  p r i o r  t o  t h e  
d e c i s i o n  t o  b u y  K o z a n g a s .  I t  i s  i n t e r e s t i n g  to  n o t e  t h a t  O b s e r v e r s  3 a n d  
4 s p e c i f i e d  f e w e r  a r e a s  t h a n  O b s e r v e r  1, t h e  e x e c u t i v e  r e s p o n s i b l e  f o r  
I r e l a n d .
C R I T E R I A O b s e r v e r  1 O b s e r v e r  3 O b s e r v e r  4 C o n s e n s u s  1 
* (=1)
F i n a n c i a l
i!
E f f e c t  on  p r o f i t a b i l i t y 2= 1 2 7
C o s t
M a r k e t i n g
T y p e  of  p r o d u c t s 2=
M a r k e t s 2=
M a r k e t  S i z e 1 =
M a r k e t  S h a r e 2 1 = 7
C h a n n e l s 1 =
C u s t o m e r s 1 =
P r o d u c t i o n
R a w  m a t e r i a l  p u r c h a s i n g  
p o w e r
1 = 3 7
L a b o u r  a v a i l a b i l i t y 1 =
D i s t r i b u t i o n 1 =
C o r p o r a t e
M a n a g e m e n t 2 =
T A B L E  9 : K O S A N G A S  C R I T E R I A
* I n s u f f i c i e n t  a g r e e m e n t  e x i s t e d  t o  e s t a b l i s h  a n  o r d e r  o f  r a n k i n g .
3. 3
T h e  l e v e l  o f  a g r e e m e n t  on  t h e  c r i t e r i a  u s e d  p r i o r  t o  t h e  a c q u i s i t i o n  of  
D i r e c t  N i t r o g e n  w a s  v e r y  low ,  t h e r e  b e i n g  c o n s e n s u s  o n  o n l y  o n e  i t e m ,  
t h a t  of  p r o f i t a b i l i t y  : h o w e v e r ,  i n  t o t a l  t e n  i t e m s  w e r e  m e n t i o n e d  by  
e x e c u t i v e s .  T a b l e  10 i l l u s t r a t e s  t h i s  p o i n t .
C R I T E R I A O b s e r v e r  2 O b s e r v e r  3 O b s e r v e r  4 C o n s e n s u s
F  i n a n c i a l
E f f e c t  on  p r o f i t a b i l i t y 2= 1 3 J
L o w  c o s t 4
M a r k e t i n g
T y p e  o f  p r o d u c t s 2=
S t r u c t u r e  o f  m a r k e t s 2=
M a r k e t  S i z e 1 =
M a r k e t  S h a r e 1
C h a n n e l s 2=
P r o d u c t i o n
R a w  m a t e r i a l  
p u r c h a s i n g  p o w e r
2
D i s t r i b u t i o n 2=
C o r p o r a t e
M a n a g e m e n t  * 1 =
T A B L E  10 : D I R E C T  N I T R O G E N  C R I T E R I A
* P o o r  m a n a g e m e n t  in  D i r e c t  N i t r o g e n ,  w h o  w e r e  n o t  t a k i n g  f u l l  
a d v a n t a g e  o f  o p p o r t u n i t i e s .
3 . 4
O b s e r v e r  4  c o m m e n t e d  t h a t  w i t h  t h e  b e n e f i t  of  h i n d s i g h t ,  h e  t h o u g h t  t h a t  
i n s u f f i c i e n t  a n a l y s i s  o f  t h e  w o r t h  o f  K o z a n g a s  to  C a l o r  G a s  a n d  t o  o t h e r
p r o s p e c t i v e  b u y e r s  h a d  b e e n  c a r r i e d  ou t .  H e  f e l t  t h a t ,  a l t h o u g h  
t h i s  w o u l d  n o t  h a v e  a l t e r e d  t h e  f i n a l  d e c i s i o n ,  i t  m a y  h a v e  e n a b l e d  
C a l o r  G a s  t o  r e d u c e  t h e  p r i c e  s o m e w h a t .
S E C T I O N  4 : T H E  BID
4 .  1
A l l  e x e c u t i v e s  a g r e e d  t h a t  a  d i r e c t  a p p r o a c h  h a d  b e e n  m a d e  t o  t h e  
M a n a g i n g  D i r e c t o r  a n d  m a j o r  s h a r e h o l d e r  of K o s a n g a s ,  a n d  t h a t  
n e g o t i a t i o n s  w e r e  c o m p l e t e d  b y  a  c a s h  t r a n s a c t i o n .  A n s w e r s  v a r i e d  
w h e n  a s k e d  w h y  c a s h  h a d  b e e n  u s e d  :
O b s e r v e r  1 - C a l o r  h a d  p l e n t y  o f  c a s h
O b s e r v e r  3 I t  w a s  t h e  s i m p l e s t  w a y
O b s e r v e r  4  - T h e  M a n a g i n g  D i r e c t o r  w a n t e d  c a s h .
A  c o n s i d e r a b l e  p r e m i u m  w a s  p a i d  o v e r  t h e  n e t  a s s e t  v a l u e  a n d  i t  w a s  
n e c e s s a r y  t o  r a i s e  t h e  m a x i m u m  p r i c e  w h i c h  h a d  b e e n  s e t  b y  C a l o r  
e x e c u t i v e s .
4 . 2
In t h e  c a s e  of  D i r e c t  N i t r o g e n ,  O b s e r v e r  2 d e s c r i b e d  t h e  i n i t i a l  a p p r o a c h  
t o  c o m e  f r o m  C a l o r  G a s  : t h i s  i s  i n  d i r e c t  c o n t r a s t  w i t h  t h e  a n s w e r s  
f r o m  t h e  o t h e r  tw o  e x e c u t i v e s  w h o  d e s c r i b e d  t h e  a p p r o a c h  b e i n g  m a d e  by  
B .  P .  e x e c u t i v e s .
C a s h  w a s  a l s o  p a i d  in  t h i s  c a s e  :
O b s e r v e r  2 IC G a s  s h a r e s  w e r e  n o t  v e r y  i n t e r e s t i n g
a n d  B .  P .  w a s  s h o r t  o f  c a s h
O b s e r v e r  3 I t  w a s  t h e  s i m p l e s t  w a y
O b s e r v e r  4 - W e  h a d  n o  o p t i o n  a s  t h e  a m o u n t  i n v o l v e d
w a s  t r i v i a l  in  B .  P .  t e r m s .
In t h i s  c a s e ,  C a l o r  d i d  n o t  p a y  a  p r e m i u m  on  n e t  a s s e t  v a l u e ,  n o r  w a s  i t  
n e c e s s a r y  t o  r a i s e  t h e  m a x i m u m  p r i c e .
4.  3
W i t h  t h e  r e s e r v a t i o n  m a d e  b y  O b s e r v e r  4,  s e e n  i n  S e c t i o n  3. 4.  , 
e x e c u t i v e s  f e l t  t h a t  w i t h  t h e  b e n e f i t  o f  h i n d s i g h t ,  t h e  m e t h o d s  
u s e d  in  t h e  n e g o t i a t i o n s  f o r  e a c h  c o m p a n y  w e r e  t h e  r i g h t  o n e s  
a t  t h e  t i m e .
S E C T I O N  5 : P O S T  M E R G E R
5. 1
E x e c u t i v e s  a g r e e d  in  b r o a d  o u t l i n e  on t h e  a c t i o n  t a k e n  a f t e r  a c q u i s i t i o n ,  
t h e  t w o  e x e c u t i v e s  d i r e c t l y  c o n c e r n e d  in  e a c h ( a s e  g i v i n g  m o r e  d e t a i l e d  
e x p l a n a t i o n s .
5 . 2
T h e  a c t i o n  t a k e n  in  a b s o r b i n g  K o s a n g a s  i n to  t h e  c o r p o r a t e  s t r u c t u r e  i s  
d e s c r i b e d  b e l o w .  A p l a n  o f  a c t i o n  h a d  b e e n  p r e p a r e d  a n d  t h i s  w a s  
c a r r i e d  o u t  w i t h  s o m e  m o d i f i c a t i o n s  m a d e  n e c e s s a r y  b y  u n e x p e c t e d  u n i o n  
p r o b l e m s .
A s s e t  S t r u c t u r e  
M a r k e t i n g  :
No  c h a n g e s  t o o k  p l a c e  i n  t h i s  a r e a .
I n i t i a l l y ,  t h e  t w o  c o m p a n i e s  w e r e  r u n  s e p a r a t e l y ,  
b u t ,  a t  t h e  t i m e  of  t h e  i n t e r v i e w s ,  t h e  t w o  s a l e s - 
f o r c e s  h a d  b e e n  c o m b i n e d ,  a n d  t h e  c o m p a n y  h a s  
e m b a r k e d  o n  a  " n e w ,  s i n g l e  u n i f i e d  m a r k e t i n g  
p o l i c y  w h i c h  b l e n d s  t h e  b e s t  o f  b o t h ” ( O b s e r v e r  4) .  
O b s e r v e r  1 e x p l a i n e d  t h a t  t h i s  a p p r o a c h  h a d  b e e n  
c h o s e n  in  a n  a t t e m p t  t o  " a m e l i o r a t e  t h e  d i s r u p t i v e  
f o r c e  o f  t h e  m e r g e r " ,  a n d  t h e  m a j o r  o b j e c t i v e  o f  
t h e  c o m p a n y  a t  t h e  t i m e  of  i n t e r v i e w  w a s  t o  c r e a t e  
a n d  b u i l d  a  n e w  c o r p o r a t e  i d e n t i t y  i n  C a l o r K o s a n g a s ,
P r o d u c t s  :
P r o d u c t i o n
In t h e  d o m e s t i c  m a r k e t ,  t h e  s e p a r a t e  b r a n d s  w e r e  
c o n t i n u e d  i n  a n  a t t e m p t  t o  k e e p  b r a n d  l o y a l t y  - t h i s  
w a s  f o u n d  u n e c e s s a r y  in  t h e  i n d u s t r i a l  m a r k e t .  
( O b s e r v e r  1). T h e  o n l y  m a j o r  p r o d u c t  c h a n g e  w a s  
a  r a t i o n a l i s a t i o n  of  c y l i n d e r  s i z e s  a n d  c o l o u r s .
L i t t l e  a c t i o n  w a s  p o s s i b l e  in  t h i s  a r e a  d u e  t o  t h e  
p a r t i c u l a r  n a t u r e  of  t h e  b u s i n e s s ,  e x c e p t  i n  t h e  
l o g i s t i c s  f i e l d  w h e r e  r a t i o n a l i s a t i o n  t o o k  p l a c e .
C o r p o r a t e  : In a n  a t t e m p t  t o  b u i l d  a  u n i f i e d  g r o u p  in  I r e l a n d ,
t h e  c o m p a n y  w a s  r e n a m e d  C a l o r k o s a n g a s .
O r g a n i s a t i o n  : T h e  o r g a n i s a t i o n  s t r u c t u r e  w a s  t o t a l l y  c h a n g e d ,
b o t h  c o m p a n i e s  b e i n g  m e r g e d  i n t o  o n e  w i t h  a  
n e w  M a n a g i n g  D i r e c t o r  l o c a t e d  i n  I r e l a n d .  H o w e v e r ,  
n o  r e d u n d a n c y  t o o k  p l a c e ,  b e i n g  p a r t i a l l y  d u e  to  
s t r o n g  u n i o n  a c t i o n  f r o m  K o s a n g a s  e m p l o y e e s .  A l l  
e x e c u t i v e s  e x p l a i n e d  t h a t  p a r t  of  t h e  " d r e s s i n g  u p  
f o r  s a l e "  p r o c e s s  t h a t  t h e  p r e v i o u s  o w n e r  h a d  
i n d u l g e d  in ,  w a s  a  " b u y i n g - o f f "  o f  t h e  u n i o n s .
C o n t r o l  S y s t e m s  : C a l o r  G a s  w a s  i n  t h e  p r o c e s s  o f  r e - d e s i g n i n g  i t s
m o n i t o r i n g  a n d  c o n t r o l  s y s t e m s ,  a n d  C a l o r k o s a n g a s  
w a s  b r o u g h t  i n to  l i n e  w i t h  t h e  r e s t  o f  t h e  G r o u p .
5 . 3
A l l  e x e c u t i v e s  c o n s i d e r e d  t h a t  t h e  a c t i o n  t a k e n  w a s  c o r r e c t ,  a l t h o u g h  i t  
w o u l d  t a k e  l o n g e r  t h a n  o r i g i n a l l y  a n t i c i p a t e d  to  c o m p l e t e  t h e  r a t i o n a l ­
i s a t i o n  p r o c e s s .  T h e  b l a m e  f o r  t h i s  w a s  l a i d  a t  t h e  f e e t  of  t h e  u n i o n s .
5 . 4
C a l o r  G a s  e x e c u t i v e s  h a d  s e t  u p  a  p l a n  f o r  a b s o r b i n g  D i r e c t  N i t r o g e n  
i n to  t h e  A m m o n i a  D i v i s i o n .  In  b r o a d  o u t l i n e ,  t h e  p l a n  w a s  c a r r i e d  o u t  
a s  d e s c r i b e d  b e l o w  :
A s s e t  S t r u c t u r e  : D i r e c t  N i t r o g e n  h a d  a  £ 0 .  75 M  t a x  l o s s  of  w h i c h
C a l o r  G a s  w i s h e d  t o  t a k e  a d v a n t a g e ,  a n d  t h e r e f o r e ,  
f o r  a c c o u n t i n g  p u r p o s e s ,  t h e  c o m p a n y  r e m a i n e d  a  
s e p a r a t e  e n t i t y .
M a r k e t i n g  :
P r o d u c t s  :
C o r p o r a t e  :
O r g a n i s a t i o n  :
D i r e c t  N i t r o g e n  u s e d  a  s y s t e m  o f  d i s t r i b u t o r s  
f o r  s e l l i n g  t h e i r  p r o d u c t s  i n  c o n t r a s t  t o  t h e  
m e t h o d  a d o p t e d  b y  C a l o r  G a s ,  t h a t  o f  d i r e c t  
s e l l i n g  t o  c u s t o m e r s .  It  w a s  d e c i d e d  to  k e e p  
b o t h  s y s t e m s  t h u s  m a i n t a i n i n g  t h e  s e p a r a t e  
s a l e s  f o r c e s ,  a n d  w a s  t h e r e f o r e  n e c e s s a r y  t o  
c o n v i n c e  d i s t r i b u t o r s  t h a t  t h e  t w o  a r m s  of  t h e  
c o m p a n y  w o u l d  n o t  c o m p e t e  w i t h  e a c h  o t h e r .
T h e  G e n e r a l  M a n a g e r  o f  t h e  d i v i s i o n  c o n s i d e r e d  
t h a t  t h i s  h a d  b e e n  a c h i e v e d .
N o  c h a n g e  w a s  p o s s i b l e  in  t h i s  a r e a  -  " w e  a r e  
s e l l i n g  a m m o n i a "  ( O b s e r v e r  4) .
O b s e r v e r  2 e x p l a i n e d  t h a t  t h e  d e c i s i o n  to  k e e p  
t h e  a c q u i r e d  c o m p a n y  s e p a r a t e  f o r  t a x  p u r p o s e s  
w a s  a  l a t e  d e c i s i o n ,  a n d  in  o p e r a t i o n a l  m a n a g e m e n t  
t e r m s  i t  h a d  b e e n  c o m p l e t e l y  a b s o r b e d .  A l l  t h e  
o r i g i n a l  t o p  m a n a g e m e n t  of  D i r e c t  N i t r o g e n  s t a y e d  
w i t h  t h e  o r i g i n a l  p a r e n t  c o m p a n y  B .  P .
D i r e c t  N i t r o g e n  w a s  c o m p l e t e l y  a b s o r b e d  i n t o  t h e  
'new* A g r i c u l t u r e  D i v i s i o n  a n d  w i t h  t h e  s u b s t a n t i a l  
g e o g r a p h i c  i n c r e a s e  i n  t h e  m a r k e t s  s e r v e d  i t  w a s  
n e c e s s a r y  t o  c r e a t e  a  R e g i o n a l  M a n a g e m e n t  s t r u c t u r e .  
T h e r e  a p p e a r s  t o  b e  s o m e  c o n f l i c t  h e r e  b e t w e e n  t h e  
a p p a r e n t l y  t o t a l l y  i n t e g r a t e d  n a t u r e  o f  t h e  n e w  
s t r u c t u r e  a s  d e s c r i b e d  by  a l l  o b s e r v e r s ,  a n d  t h e  tw o  
s e p a r a t e  s a l e s - f o r c e s  d e s c r i b e d  b y  O b s e r v e r  2.
C o n t r o l  S y s t e m s  : T h e  n e w  C a l o r  G a s  a c c o u n t i n g  s y s t e m s  w e r e
i n t r o d u c e d  i n t o  t h e  n e w  A g r i c u l t u r e  D i v i s i o n .
A s  i n  t h e  c a s e  of  t h e  K o z a n g a s  a c q u i s i t i o n ,  e x e c u t i v e s  f e l t ,  w i t h  t h e  
b e n e f i t  o f  h i n d s i g h t ,  t h a t  t h e  a c t i o n  t a k e n  a t  t h e  t i m e  o f  a c q u i s i t i o n  w a s  
c o r r e c t .  O b s e r v e r s  3 a n d  4 f e l t  t h a t  t h e  p l a n  h a d  b e e n  c a r r i e d  o u t  
w i t h i n  t h e  t i m e  a l l o w e d ,  b u t  O b s e r v e r  2, t h e  G e n e r a l  M a n a g e r  o f  t h e  n e w  
d i v i s i o n  w a s  o f  t h e  o p i n i o n  t h a t  i t  h a d  t a k e n  l o n g e r  t h a n  e x p e c t e d ,
" b e c a u s e  w e  h a d  n o t  a l l o w e d  f o r  t h e  p e o p l e  f a c t o r .  "
5.  6
O b s e r v e r s  3 a n d  4 c o n s i d e r e d  t h a t  b o t h  a c q u i s i t i o n s  h a d  b e e n  s u c c e s s f u l ,  
b u t  t h e  t w o  e x e c u t i v e s  r e s p o n s i b l e  f o r  t h e  n e w  a r e a s  o f  b u s i n e s s  w e r e  
m o r e  c i r c u m s p e c t ,  f o r  e a c h  e x p l a i n e d  t h a t  " i t  w i l l  c o m e  r i g h t  e v e n t u a l l y .  
T h e  c r i t e r i a  u s e d  b y  e a c h  e x e c u t i v e  t o  m e a s u r e  s u c c e s s  v a r i e d ,  a n d  a r e  
d e s c r i b e d  b e l o w  :
K o s a n g a s
O b s e r v e r  1 " T h e  t w o  c r i t e r i a  a r e  f i n a n c i a l  r e l a t i v e  t o  p r e ­
a c q u i s i t i o n  f o r e c a s e t  a n d  t h e  e x t e n t  t o  w h i c h  t h e  
p e o p l e  i n  t h e  c o m b i n e d  g r o u p  a r e  w o r k i n g  t o  a  
c o m m o n  p u r p o s e .  "
O b s e r v e r  3 " T h e  m o n o p o l i s t i c  p o s i t i o n  o f  C a l o r k o S a n g a s  in  
I r e l a n d  w i l l  m a k e  t h e  w h o l e  m a r k e t  m o r e  p r o f i t a b l e  
a n d  w i l l  p r o t e c t  C a l o r  G a s  f r o m  a t t a c k  i n  t h e  U.  K. 
m a r k e t .  "
O b s e r v e r  4 T h i s  e x e c u t i v e  c o n s i d e r e d  t h a t  t h e  a c q u i s i t i o n  h a d  
n o t  b e e n  a  t o t a l  s u c c e s s  f o r  t h e  f o l l o w i n g  r e a s o n s  :
(a)  " C a l o r  G a s  u n d e r e s t i m a t e d  t h e  p r o b l e m s  
o f  a m a l g a m a t i o n ,  p a r t i c u l a r l y  in  t h e  a r e a  
o f  I n d u s t r i a l  R e l a t i o n s .  "
(b)  " C a l o r  G a s  a s s u m e d  t h a t  a l l  t h e  i n f o r m a t i o n  
w h i c h  t h e y  h a d  b e e n  g i v e n  d u r i n g  t h e  
n e g o t i a t i o n  s t a g e  w a s  c o r r e c t " ,  b u t  
s u b s e q u e n t l y  f o u n d  t h i s  n o t  t o  b e  t h e  c a s e .
( c )  " C a l o r  G a s  d i d  n o t  a n t i c i p a t e  a  c o m p e t i t o r  
i n  t h e  m a r k e t  a s  q u i c k l y  a s  i t  h a p p e n e d .  "
D i r e c t  N i t r o g e n
O b s e r v e r  2 :
O b s e r v e r  3 :
O b s e r v e r  4 :
H o w e v e r ,  t h e  n e w  c o m p a n y  h a d  m a n a g e d  to  m a i n t a i n  
c o n s u m e r  c o n f i d e n c e  in  t h e  c o m b i n e d  o r g a n i s a t i o n .  
T h e  f i n a l  c r i t e r i a  f o r  s u c c e s s  s h o u l d  b e  in  t h i s  c a s e ,  
t h e  f i n a n c i a l  p e r f o r m a n c e  f o r  t h e  f i r s t  t w o  y e a r s ,  
r e l a t i v e  t o  t h e  i n i t i a l  c r i t e r i a  u s e d .
" T h e  d i s r u p t i o n  w a s  m i n i m a l  -  i t  w a s  o n l y  n e c e s s a r y  
t o  r e p l a c e  t w o  p e o p l e .  S u c c e s s  i s  m e a s u r e d  b y  t h e  
a m o u n t  t h a t  w e  h a v e  l e a r n t  a n d  t h e r e f o r e  i t  i s  n o t  
p o s s i b l e  t o  p r e d i c t  t h e  r e s u l t s .  "
" T h e  A g r i c u l t u r e  D i v i s i o n  s h o w e d  a  p r o f i t  f o r  t h e  
f i r s t  t i m e  I "
" W e  h a v e  a b s o r b e d  D i r e c t  N i t r o g e n  i n t o  t h e  G r o u p ,  
a n d  r e l a t i o n s h i p s  b e t w e e n  t h e  D i v i s i o n  a n d  c u s t o m e r s  
h a v e  b e e n  s t r e n g t h e n e d ,  b e c a u s e  w e  h a v e , a d v i s e d  
t h e m  of  o u r  i n t e n d e d  a c t i o n s  a t  a l l  s t a g e s .  "
Background
In January 1971, the assets of the two Swiss companies CIBA and 
GEIGY were merged and the new company commenced trading as 
CIBA-GEIGY. The principal activities of the company are the 
manufacture and sale of chemicals. The merger is the subject of 
this report
O bse rvers  in te rv ie w e d
Observer Position
1 Head of Planning - Ciba
2
1
Head of Planning - Geigy
it
%
Cl BA: glHAKOlAXi ANALYSIS
1
|
CI.3A - GEIGY
j
£ ’OOO
/ 1967 1968 1969 1970 1971 |
Turnover NA 28,180 32,274 64,922
(
72,855 j
Net Worth 10,527 10,864 10,808 31,702 33,060
Net Assets 17,024 17,914 18,234 46,947 60,729
PBIT}
1,855 2,192 2,186 3,844 5,505
i
p  a t 616 603 524 864 1,682 }
No.shares (r000) NA 3,000 3,000 14,000 14,000
No c employees NA 3,316 3,576 3,291 7,233
Gross Margin NA 7.8 6.8 5.9 7.6
Net Margin NA 2.1 1.6 1.3 2.3
Keturn on Net Worth($) 5.8 5.5 4.8 2.7 5.1
lie turn on Net Assets ($) 10 o 9 12.2 12.0 8.2 9-1
Asset Turnover NA 1.57 1.77 1.38 1.20
Current Ra,tio 0.95 1.01 1.08 1.31 1.88
Acid Test 0*44 0.42 0.60 0.51 0.84
Debtors (days) NA 70 84 81 64
Gearing ($) 19.0 18.7 18.8 7.6 13.4
Coverage 2.6 2.3 2.0 2.1 2.7
Dividend Cover 6.16 24.12 20.96 NA NA
Turnover/Employee NA 8.498 9.025 19.727 10.073
Earnings per share(p) NA 20 17.5 6.2 12.0
Net Assets per share(p) NA 597 608 335 434
GElGy: FINANCIAL ANALYSIS
V  000 1967 1968 1969 j
1
Turnover HA 26,767 29,121
Hot Worth 17,770 '18,158 21,951
Net Assets 22,405 23,271 25,022
PBIT 1,009 1,376 1,457
PAT 173 338 380
| Ho . shares (* 000) * HA 5,500 en VJ! O o
H o .employees HA 2,920 3-, 070
G-ross Margin HA 5.1 5.0
Het Margin HA 1.26 1.3
Return on Het Worth ($>) Oc 97 1,86 1.73
Return on Het Assets($) 4.5 5.9 5.8
Asset Turnover HA 1.15 1.16
Current Ratio 1 c84 1.64 1.54
Acid Test 0o80 0.72 , 0.77
Debtors (days) NA 74 96
Gearing ($) 11c 3 10 c 7 12.3
Coverage 3.4 3.4 2 .2
Dividend Cover HA HA HA
Turnover/Employee HA 9.167 9*486
Earnings per share (p) HA 6 cl 6.9
Het Assets per share (p) HA 423 455
*  -  3 ' 0 0 0  ( £ 1 )  (_r> 0 p )
OIBA - GEIGY (26-4)__- MARTOV AWAITS IS
SIZE: £'000,000
SAMPLE
NO,
MEAN S.I). CIBA GEIGY
SCORE
YEAR OIBA GEIGY OIBA + 
OEIGY
1967 16 18.76 37.6 NA NA - - -
1968 22 17 o80 27.5
COi—i
COC\J 26.77 0.38 0.33 1.35
1969 22 19-53 28.2 32 o 27 29.12 0.45 0.34 1.48
1970 21 20.59 31.7 64.• 92 1.40
1971 19 24.23 31.6 72.,85 1.53
EOCE:
YEAR SAMPLE
NO.
MEAN S.D. OIBA GEIGY
SCORE
CIBA OEIGY CIBA + 
GEIGY
1967 22 16.6 VO -F5
*
10.9 4.5 -0.72 -1.52 -1.17
1968 22 19.0 8.26 12.2 5.9 -0.82 -1.59 -1.25
1969 22 19.6 H O o o 1 2 10 5.8 -0.7 6 -1.38 -1.12
1970 21 17.8 9.36 8.2 -1.03
1971 19 16.8 5.90 9.1 -1.30
S E C T IO N  1 : TRIGGER.
1 . 1
B o t h  O b s e r v e r s  e x p l a i n e d  t h a t  a l t h o u g h  b o t h  c o m p a n i e s  o p e r a t e d  r e g u l a r ,  
f o r m a l  f i n a n c i a l  c o n t r o l  s y s t e m s ,  o t h e r  a s p e c t s  of  t h e  p l a n n i n g  p r o c e s s  
w e r e  t r e a t e d  i n  a  m o r e  i n f o r m a l  m a n n e r  in  C i b a  t h a n  in  G e ig y .  T h e s e  a r e a s  
w e r e  :
C o r p o r a t e  o b j e c t i v e s
E x t e r n a l  c o n s t r a i n t s  a n d  o p p o r t u n i t i e s  
c o r p o r a t e  s t r e n g t h s  a n d  w e a k n e s s e s  
P r o d u c t  m a r k e t  s t r a t e g y
1. 2
T h e  i n v e s t m e n t  in  r e s e a r c h  n e c e s s a r y  to  c o m p e t e  e f f e c t i v e l y  on  a n  i n t e r ­
n a t i o n a l  b a s i s  h a d  b e c o m e  i n c r e a s i n g l y  to o  g r e a t  f o r  t h e  i n d i v i d u a l  c o m p a n i e s  
a n d  e a c h  h a d  b e g u n  to  c o n s i d e r  a c q u i r i n g  an  i n t e r e s t  in a  s i m i l a r  c o m p a n y  in  
o r d e r  to  i m p r o v e  c o s t - e f f e c t i v e n e s s  i n  t h i s  f i e l d .  O b s e r v e r  2 e x p l a i n e d  t h a t ,  
i n  t h e  c a s e  of  G e i g y ,  a n  a d d e d  i n c e n t i v e  to  c o n s i d e r  a c q u i s i t i o n  o r  m e r g e r  
w a s  t h e  r e l a t i v e l y  w e a k  g e o g r a p h i c a l  s p r e a d  of  m a r k e t s  w h i c h  t h e  c o m p a n y  
s e r v e d .  O b s e r v e r  2 c o m m e n t e d  t h a t  a l t h o u g h  i t  w a s  r e a l l y  t oo  e a r l y  to  j u d g e ,  
h e  f e l t  t h a t  t h e  a n t i c i p a t e d  b e n e f i t s  of  c o m b i n i n g  r e s e a r c h  e f f o r t s  w e r e  
o p t i m i s t i c .  H o w e v e r ,  o n e  a d d e d  f a c t o r  n o t  r e c o g n i s e d  a t  t h e  t i m e  w a s  t h e  
i n c r e a s i n g  n e e d  t o  c o n s i d e r  r a t i o n a l i s a t i o n  of  t h e  p r o d u c t i o n  p r o c e s s e s  in  
C i b a ,  a n d  on b a l a n c e ,  t h e  d e c i s i o n  to  c o n s i d e r  m e r g e r  h a d  b e e n  c o r r e c t  a t  
t h e  t i m e .
S E C T IO N  2 : E L IM IN A T IO N
2 . 1
B o t h  c o m p a n i e s  w e r e  S w i s s - o w n e d  w i t h  v e r y  s t r o n g  n a t i o n a l i s t  t i e s  a n d  a n y  
m e r g e r  o r  a c q u i s i t i o n  w o u l d  o n ly  b e  c o n s i d e r e d  i f  t h e  p r o p o s e d  p a r t n e r  w a s  
a l s o  S w i s s ,  T a k e n  w i t h  t h e  f a c t  t h a t  b o t h  w e r e  s e e k i n g  to  s t r e n g t h e n  t h e i r  
r e s e a r c h  b a s e ,  t h e  f i e l d  w a s  l i m i t e d  to  t h r e e  c o m p a n i e s  o n ly  - C i b a ,  G e i g y  
a n d  S a n d o s .
2 . 2
O b s e r v e r  1 d e s c r i b e d  a  d e t a i l e d  c o m p a n y  a u d i t  h a v i n g  b e e n  c o n d u c t e d  in  
C i b a  p r i o r  t o  t h e  f i n a l  d e c i s i o n ,  t h e  a u d i t  c o v e r i n g  t h e  a r e a s  of  :
t h e  c o n c e p t  of  t h e  b u s i n e s s
c o r p o r a t e  o b j e c t i v e s
c o r p o r a t e  s t r e n g t h s  a n d  w e a k n e s s e s .
O b s e r v e r  2 w a s  u n a w a r e  of  a n y  a n a l y s i s  of  c o r p o r a t e  s t r e n g t h s  a n d  w e a k n e s s t  
a l t h o u g h  t h e  o t h e r  t w o  a r e a s  h a d  b e e n  d i s c u s s e d ,
2. 3
C o n c e p t  of  t h e  B u s i n e s s
B o t h  c o m p a n i e s  h a d  c l a s s i f i e d  t h e m s e l v e s  in  t h e  b u s i n e s s  of  nF i n e  a n d  
S p e c i a l i t y  C h e m i c a l s ” a n d  t h e  e x e c u t i v e s  i n t e r v i e w e d  w e r e  of  t h e  o p i n i o n  
t h a t  t h i s  w a s  a  c o r r e c t  e v a l u a t i o n .  O b s e r v e r  2 c o m m e n t e d  t h a t  t h i s  p a r t i c u l a r  
s e c t o r  h a d  t w o  m a j o r  a d v a n t a g e s  j
(1) l e s s  s u b j e c t  to  c y c l e s  t h a n  o t h e r  s e c t o r s  of  t h e  c h e m i c a l
i n d u s t r y
(2) f i t t e d  t h e  S w i s s  c h a r a c t e r  - l i k e  w a t c h - m a k i n g  !
2. 4
C o r p o r a t e  O b j e c t i v e s
T h e  o r g a n i s a t i o n  a n d  c o n t r o l  of  C i b a  w a s  l e f t  t o  t h e  i n d i v i d u a l  c o m p a n i e s ,  
g u i d a n c e  b e i n g  g i v e n  b y  t h e  p r o d u c t  d i v i s i o n s  a n d  p l a n n i n g  g r o u p  in  B a s l e .  
A s  a  r e s u l t  of  t h i s ,  p r i m e  c o r p o r a t e  o b j e c t i v e s  t e n d e d  to  b e  f i n a n c i a l  a n d  
w e r e  t r a n s l a t e d  i n to  m a r k e t i n g  o b j e c t i v e s  w i t h i n  t h e  i n d i v i d u a l  c o u n t r i e s .  
T h i s  i s  s o m e w h a t  i n  c o n t r a s t  t o  t h e  s y s t e m  o p e r a t e d  b y  G e ig y .  T h e  a r e a s  
w h e r e  p r i m e  c o r p o r a t e  o b j e c t i v e s  w e r e  s p e c i f i e d  i s  s h o w n  in  T a b l e  1.
O b s e r v e r  1 - C i b a O b s e r v e r  2 - G e i g y
F i n a n c i a l  :
P r o f i t a b i l i t y 1 2 =
G e a r i n g 2 =
M a r k e t i n g  :
V o l u m e 1 =
P e n e t r a t i o n 1 =
C o r p o r a t e  :
I n d u s t r i a l  R e l a t i o n s 2
P r o d u c t i v i t y 2 =
T A B L E  1 : C O R P O R A T E  O B J E C T I V E S
W ith  t h e  b e n e f i t  o f  h i n d s i g h t ,  b o t h  e x e c u t i v e s  w e r e  of  t h e  o p i n i o n  t h a t  t h e  
i n t e r n a t i o n a l  n a t u r e  of  t h e  c o m p a n i e s  p r e c l u d e d  t h e  s p e c i f y i n g  o f  d e t a i l e d  
o b j e c t i v e s  - t h i s  s h o u l d  b e  t h e  r e s p o n s i b i l i t y  o f  t h e  i n d i v i d u a l  n a t i o n a l  
c o m p a n i e s .
2. 5
T h e  s t r e n g t h s  a n d  w e a k n e s s e s  r e c o g n i s e d  by  C i b a  m a n a g e m e n t , -  a s  
p e r c e i v e d  b y  O b s e r v e r  1, a r e  s h o w n  in  T a b l e  2.
S t r e n g t h s W e a k n e s s e s
F i n a n c i a l  :
S i z e 1 =
M a r k e t i n g  :
G e o g r a p h i c a l  c o v e r a g e 1 =
P r o d u c t i o n  :
T e c h n i c a l  e x p e r t i s e 1
R e s e a r c h  d e p t h 2 =
C o r p o r a t e  :
M a n a g e m e n t 3 2
I m a g e 2
T A B L E  2 : C I B A  S T R E N G T H S  A N D  W E A K N E S S E S
T h e  w e a k n e s s e s  r e q u i r e  f u r t h e r  c l a r i f i c a t i o n  :
(1) t h e  c o m p a n y  w a s  f i n a n c i a l l y  too  s m a l l  f o r  t h e  r e q u i r e d
r e s e a r c h  e x p e n d i t u r e
(2) t h e y  d i s c o v e r e d  t h a t  t h e r e  w a s  n o t  t h e  p i p e l i n e  o f  r e s e a r c h
t h e y  h a d  i m a g i n e d .
(3) l o w e r  m a n a g e m e n t  w a s  s t r o n g  b u t  t h e r e  w a s  a n  a g e
i m b a l a n c e  b e t w e e n  m i d d l e  a n d  s e n i o r  m a n a g e m e n t ,  
t h e  l a t t e r  b e i n g  p r e d o m i n a n t l y  n e a r  r e t i r e m e n t .
W i t h  t h e  b e n e f i t  of  h i n d s i g h t ,  O b s e r v e r  1 w a s  o f  t h e  o p i n i o n  t h a t  t h e  s t r e n g t h  
a n d  d e p t h  of  t h e  e x i s t i n g  p r o d u c t  l i n e s  h a d  n o t  b e e n  r e c o g n i s e d .
T a b l e  3 s h o w s  t h e  c h a r a c t e r i s t i c s  w h i c h  e x e c u t i v e s  f e l t  s h o u l d  h a v e  b e e n  
r e c o g n i s e d  in  t h e  i n d i v i d u a l  c o m p a n i e s  a t  t h e  t i m e  of  m e r g e r .
S T R E N G T H S W E A K N E S S E S
C i b a  
O b s e r v e r  1
G e i g y  
O b s e r v e r  2
C i b a  
O b s e r v e r  1
G e i g y  
O b s e r v e r  2
F i n a n c i a l  :
S i z e 1 =
P / E 1 =
M a r k e t i n g  :
P r o d u c t  L i n e 1 =
G e o g r a p h i c  c o v e r a g e 1 =
P r o d u c t i o n  j
T e c h n i c a l  e x p e r t i s e 1 =
R e s e a r c h  d e p t h 2 =
C o r p o r a t e  ;
I n d u s t r i a l  r e l a t i o n s 1 =
M a n a g e m e n t 3 1 = 2 = 1 =
I m a g e 2 1 =
T A B L E  3 : " I D E A L "  S T R E N G T H S  A N D  W E A K N E S S E S
O b s e r v e r  2 d e s c r i b e d  t h e  m a n a g e m e n t  s t r e n g t h  o f  G e i g y  to  be  i t s  f l e x i b i l i t y  
a n d  h i g h  m o t i v a t i o n .  U n f o r t u n a t e l y ,  t h i s  l e d  to  a  l a c k  o f  c o h e s i o n ,  p o o r l y  
d e f i n e d  o b j e c t i v e s  a n d  a  l e s s  f o r m a l  s t r u c t u r e  t h a n  t h a t  o f  C i b a .  T h e  c o m p a n y  
p r o j e c t e d  a  " g o o d  c i t i z e n "  i m a g e .
S E C T IO N  3 C R IT E R IA
3. 1
T h e  c r i t e r i a  w h i c h  w e r e  a p p l i e d  by  t h e  s e p a r a t e  c o m p a n i e s  to  t h e  d e c i s i o n  
to  m e r g e  a s  p e r c e i v e d  by  e a c h  e x e c u t i v e  a r e  s h o w n  in T a b l e  4.
O b s e r v e r  1 - C i b a O b s e r v e r  2 - G e i g y
F i n a n c i a l  :
P o t e n t i a l  p r o f i t a b i l i t y 2 = 2 =
S i z e 2=
M a r k e t i n g  :
G e o g r a p h i c  c o v e r a g e 2 =
T y p e  of m a r k e t s 2 =
M a r k e t  s i z e 2 =
M a r k e t  s h a r e  ( w o r l d ) 2 =
P r o d u c t i o n  ;
P r o c e s s e s  ( c o m p l i m e n t a r y  s p a r e  
c a p a c i t y )
2= 2=
R e s e a r c h  d e p t h 2= 2 =
C o r p o r a t e  :
M a n a g e m e n t 2=
I m a g e 1 =
N a t i o n a l i t y 1 = 1
T A B L E  4 : M E R G E  C R I T E R I A
B oth  e x e c u t i v e s  e m p h a s i s e d  t h a t  t h e  c o m p a n i e s  h a d  b e e n  v e r y  a n x i o u s  t o  
p r e s e r v e  t h e  S w i s s  C h e m i c a l  I n d u s t r y  a n d ,  w i t h  h i n d s i g h t ,  t h i s  h a d  p r o v e d  
b e n e f i c i a l  to  a l l  c o n c e r n e d .
S E C T IO N  4 : T H E  BID
4. 1
T h e  t w o  c o m p a n i e s  h a d  e n j o y e d  a  c l o s e  r e l a t i o n s h i p  f o r  m a n y  y e a r s  : 
i n d e e d ,  a  p o s s i b l e  m e r g e r  h a d  b e e n  d i s c u s s e d  in  t h e  1 9 2 0 ' s  a n d  d u r i n g  
t h e  1 9 5 0 ' s  C i b a  h a d  l e n t  m o n e y  t o  G e i g y .
4. 2
A r r a n g e m e n t s  f o r  t h e  m e r g e r  v a r i e d  a c c o r d i n g  t o  t h e  t a x ,  a n t i - t r u s t  
a n d  l e g a l  r e g u l a t i o n s  in  t h e  v a r i o u s  c o u n t r i e s  in  w h i c h  t h e  G r o u p  o p e r a t e d .  
In e a c h  c a s e ,  o n e  c o m p a n y  a c q u i r e d  t h e  o t h e r  a n d  t h e  n a m e  w a s  c h a n g e d  
t o  C i b a - G e i g y .
S E C T I O N  5 : P O S T -A C Q U IS IT IO N
5. 1
A  c a r e t a k e r  t o p  m a n a g e m e n t  c o n t r o l l e d  t h e  m e r g e d  c o m p a n y  f o r  t h e  f i r s t  
18 m o n t h s  in  o r d e r  to  p l a n  f u t u r e  s t r a t e g y .  T h e  s u b s e q u e n t  a c t i o n ,  d e s c r i b e d  
b e l o w ,  w a s  t h u s  a l l  p r e - p l a n n e d  :
O r g a n i s a t i o n  s t r u c t u r e T h e  H e a d  O f f i c e s  w e r e  c o m b i n e d  a n d  t h e  
c o m p a n y  d i v i s i o n a l i s e d  i n t o  p r o d u c t  g r o u p s  
a s  in  t h e  p r e v i o u s  C i b a  s t r u c t u r e .  In t h e  
U. K t h i s  r e s u l t e d  in  a m i n i m a l  m e r g i n g  of  
a c t i v i t i e s  du e  to  t h e i r  c o m p l i m e n t a r y  n a t u r e .  
T h i s  r e s u l t e d  i n  s o m e  p r o b l e m s  of  s a l a r y  
s t r u c t u r e  bu t ,  f o r t u n a t e l y ,  t h e  p e n s i o n  
s c h e m e s  in  o p e r a t i o n  w e r e  s i m i l a r  a n d  i t  
w a s  p o s s i b l e  to  c o m b i n e  t h e m .
C o r p o r a t e  : T h e  n a m e s  of  t h e  tw o  c o m p a n i e s  w e r e  
c o m b i n e d .  It w a s  u n n e c e s s a r y  to  m a k e  
a n y  o f  t h e  m a n a g e m e n t  r e d u n d a n t ,  a l t h o u g h  
o n e  o r  tw o  d e c i d e d  to  l e a v e .  O b s e r v e r  2 
c o m m e n t e d  t h a t  t h e  m a n a g e m e n t  w a s  v e r y  
c o m p l i m e n t a r y ,  b u t  in  c o n t r a s t ,  O b s e r v e r  1 
r e m a r k e d  t h a t  t h e  d i f f e r e n c e  in  m a n a g e m e n t  
p h i l o s o p h i e s  h a d  b e e n  " u n d e r e s t i m a t e d  t e n ­
f o l d " ,  a l t h o u g h  t h e  y o u n g  G e i g y  m a n a g e m e n t  
w a s  n o w  c o m i n g  to  t h e  f o r e .
A s s e t  S t r u c t u r e  : P a r t  o f  t h e  D y e - S t u f f  a c t i v i t i e s  in  t h e  U n i t e d  
S t a t e s  w e r e  s o l d  in  o r d e r  to  a v o i d  a n t i - t r u s t  
l e g i s l a t i o n .
M a r k e t i n g A l l  m a r k e t i n g  a c t i v i t i e s  s u c h  a s  p r i c i n g  p o l i c y  
w e r e  c o - o r d i n a t e d  r a t h e r  t h a n  m e r g e d .
P r o d u c t s T h e  r a n g e s  w e r e  s t r e a m l i n e d  a n d  a r e  s l o w l y  
b e i n g  b r o u g h t  t o g e t h e r .
P r o d u c t i o n T h e  r e s e a r c h  a c t i v i t i e s  w e r e  c o m b i n e d  b u t  
t h e r e  w a s  n o t  m u c h  o v e r l a p  in  p r o d u c t i o n  
f a c i l i t i e s .  H o w e v e r ,  r a t i o n a l i s a t i o n  t o o k  
p l a c e  w h e r e  p o s s i b l e .
C o n t r o l  : T h e  C i b a  s y s t e m  of  c o n t r o l  w a s  l e s s  
s t a n d a r d i s e d  a n d  s o p h i s t i c a t e d  t h a n  t h a t  
u s e d  by  G e i g y  a n d  i t  w a s  n e c e s s a r y  to  
i n t r o d u c e  a  s i m i l a r  s y s t e m  f o r  t h e  w h o l e  
g r o u p .
5. 2
A s  t h e  m e r g e r  h a d  b e e n  v e r y  c a r e f u l l y  o r g a n i s e d ,  a l l  t h e  a c t i o n  p l a n n e d  h a d  
b e e n  c o m p l e t e d  s a t i s f a c t o r i l y  w i t h i n  t h e  t i m e  a n t i c i p a t e d .
5. 3
B o t h  O b s e r v e r s  f e l t  t h a t  t h e  m e r g e r  h a d  b e e n  s u c c e s s f u l  f o r  t h e  f o l l o w i n g  
r e a s o n s  :
O b s e r v e r  1 : (a)
(b)
i t  h a d  c r e a t e d  a  l a r g e  S w i s s  C h e m i c a l  
c o m p a n y  w i t h  a  s t r o n g  r e s e a r c h  b a s e .
s h o r t - t e r m  p r o f i t a b i l i t y  w a s  good .
O b s e r v e r  2 : (a) i t  h a d  t a k e n  t h e  b e s t  o f  b o t h  w o r l d s  - 
t h e  " s t i f f n e s s "  f r o m  G e i g y  a n d  t h e  " s e a t  
o f  t h e  p a n t s "  f r o m  C i b a .
(b) v e r y  l i t t l e  l o s t  in  o v e r l a p  of p r o d u c t s  o r
p r o d u c t i o n  a n d  c o m p a n i e s  g a i n e d  t h e  s i z e  
t o  o p e r a t e  m o r e  e f f i c i e n t  f i n a n c e  a n d  s e r v i c e  
F o r  e x a m p l e ,  i t  w a s  n o w  p o s s i b l e  t o  p l a c e  
m a j o r  c o n v e r t i b l e s  on  t h e  L o n d o n  M a r k e t .
On 3rd April, 1969, the merger between Poseco Limited, 
a company specialising in supplying products to the 
metallurgical industry, and Minerals Separation, a 
company selling to the building industry, took place.
The new company, Posoco-Mins op, comprises five divisions, 
vis:
metallurgical
building and construction
waste management
water treatment
Posrain industries
The acquisitions discussed are those of -
1. Vallak, a supplier of hot topping materials' 
to the steel industry in the U.K.
2. Protim & Gallway, a company specialising in 
products and services associated with wood 
preservation and damp-proofing.
O b se rv ers  in te r v ie w e d
Observer Position
Report 1. 
1 
2
Report 2. 
1 
2
M.D. (Foseco Chemicals)
Financial Director (Foseco Chemicals)
M.D. (Foseco Building Products)
M.D. (Foseco-Minsep)
rOHEOO-MINSEPr M A NCJAL ANALT8IS
f
; £ ’000 1967 1968 1969 1970 1971
Turnover 20,122 24,013 29,023 38,709 45,296
Net V/ort.h VJ1 -C* CT
\ CD 9,655 17,653 19,491 20,741
.Net Assets 7,036 13,198 23,415 24,814 28,127
PBIT 3,639 4,409 5,915 6,374 6,329
PAT 1,891 2,089 2,983 3,328 3,424
N o .shares (T 000) 6,012 6,613 42,588 43,260 43,472
N o .employees - 4,449 5,666 6,287 6,095
Gross Margin 18 18 20 16 14
Net Margin 9 9 ■10 8 7
Return on Net Worth 34*6 21.6 I6.9 *17.1 16.5
Return on Net Assets 51.7 33.4 25.3 25.7 22.5
Asset Turnover 2.9 1.8 1.2 1.6 1.6
Current Ratio 1.22 1.71 1.55 1.47 1.54
Acid Test 0.90 1.40 1.23 1.10 1.16
Debtors (days) 80 83 127 112 99
Gearing 0.7 14.0 7.9 6.6 16.9
Coverage 34.6 26.2 23.8 18.4 12.9
Dividend Cover 1.78 1.78 1.44 1.59 2.58
Turnover/employee - 5,397 5,122 6,157 7,432
Earnings per share(p) 31 32 7 8 7
Net Assets per share
(p )
117 199 55 57 65
gQSKOO-MIIiSKP: K3TA1LPRSY
market data (26-4)
(SBAJ)] to  b r o s x t A t o k o t s r )
1967 1968 1969 1970 1971
Albright & Wilson 6 . 5 606 4.4 4.4 5.1
Pisons 6 0 3 9.1 10.1 7.1 0 * 0-/ • J
Coalite 18 „ 3 18.8 23.4 24.1 20.3
Croda h*9 6.5 7.5 7.4 7.0
Berk
Hickson & Welch 14.8 14.3 13.6 13.1 14.8
Midland Yorkshire 8 0 2 9-3 10.1 10.4 7.0
Coates Bros. - 16.2 13.3 13.7 14.6
Ault & Wiborg - 8.4 8.9 7.8 8.3
Yorkshire Chemicals 12 08 15.3 12.8 12.4 14.5
Cooper, McDougall & 
Robertson
Philblack 31.7 35*7 38.6 31.8 26.7
Pie mining - 14.6 14.2 11.4 , 9.0
Revertex 8.8 10.3 9.2 7.4 7.1
Rational Carbonising 12.1 13.1 12.8 15.3 16.0
Jeyes 6 0 3 7.7 7.0 7.0 6 0 5
Sturge 13 08 14.2 15.2 8.2 14.3
Burrell 15-1 13.7 13.1 14.9 15.3
Holliday - 9»3 9.2 9.1 12.4
Scottish Tar
Holt Products 13^5 12.9 13.4 9.9 7.5
Anchor Chemicals 4 c  5 4.2 2.7 2.9 4.0
F OS EC 0 -MINSEP : BUILDING- AND CONSTRUCTION. 
MARKET DATA (U6-l|)
(Trading Profit/Turiiover)
1967 1968 1969 1970
i
1—■ 3 
1
u
H
i
Redland 12.0 13.7 11+. 7 13.5 13.9
Hepworth Ceramics - - - 13.5 12.6
BPB Industries 10.5 13.2 12 0 3 ICcO 10.6
Marley Soil 8o3 6.3 5.2 9.8
Cape Asbestos 7-1+ 9.7 9c3 7.1 7-5
Universal Grinding - 13.9 14.9 13.8 13.7
Bath & Portland 2+.0 1*9 2.1+ !+. 6
Central Manufacturing - 13*5 12.7 13.1 IO06
Thermal Syndicate 13.2 9-7 ’ m . 2 13*6 • 7.0
Crossley Building - I*. 8 3.2 1+.8 6.9
Banbury Buildings 
Atlas Stout
— 11.2 12.7 12.0 11.1
Marshall (Thornas)
National Star Brick & Tile
6.2 6.6 6.7 7.6 8.1
Wettern Bros.
Moler Products 
B1ockleys 
Baggeridge Brick 
Cottness Industries
6.7 7.2 1+.9 5.3 10.0
FEB (GB) S.8 5.9 l+.l >4.5 6.0
Sheffield Brick - - 80 2 60 5 6.3
Anglo American Asphalt - 13.2 13 0 2 7.1 12.1
Hewitt J. & Son 21.6 23.8 19.7 19.6 18.8
Crowther W. - 30.6 360 2 33.6 31.2
* Data not available
FOSECO MINSEP
METALLURGY DIVISION
SALES
TRADING
PROFIT MARGIN
1967 NA 3534 -
1968 NA 4240 -
1969 52646 5654 17.3
1970 56386 5163 14 .2
1971
ii
35444 5093 14.4
BUILDING AND CONSTRUCTION
SALES
TRADING
PROFIT MARGIN
1967 'NA 1296 -
1968 NA 803 -
1969 3113 87 2*8
1970 3892 216 5.5
1971 5416 629 11.6
MARION ANALYSIS 
EOSECO-HINSEP: METALLURGY
C* T *71?* « rPM O  j. u  Jj • tvi i
YEAR SAMPLE n o . MEDIAN MEAN S.D. EOSECO SCORE
1967 16 14.45 I808 37.6 NA NA
1968 22 8.45 17.8 27.5 NA NA
1969 22 11«. 02 19.5 28.2 32.6 0.46
1970 21 11.34 20.6 31.7 36.4 0.50
1 
VsD
 
i
19 13.19 24.2 31.6 35.4 0.35
i
PROFIT; $>
YEAR SAMPLE NO. MEDIAN MEAN S.D. EOSECO SCORE
1967 14 12.4 12.6 6 .5 NA
1
P
1968 19 12.9 12.6 5.7 NA 1 NA
1969 19
COCMI—1 12.7 5.5 17.3 0.84
1970 19 9.9 11.5 6 .I 14.2 0.44
1971 19 9.9 11.6 5.9 14.4 0.46
1*1 A.RjCET ANALYSIS
FOSECO - MINSBP: BUILDING AHJ C0NSTKPCTI0N(46/4)
SIZE: £ ’000,000
YEAR ' SAMPLE NO. MEDIAN MEAN S.D. EOSECO SCORE
1967 15 3.45 15 0 5 20o 4 NA NA
1968 21 3c87 13.7 19.8 NA NA
1969 21 4.73 15.5 21.6
rH6N"\ -0.57
1970 21 5.01 18.9 23.6. 3.9 -0.63
1971 20 7.19 22.5 26.2 5.4 -0.65
TRADING PROFIT/TURNOVER:__ £
YEAR SAMPLE NO. MEDIAN MEAN S.D. EOSECO SCORE
1967 10 8.6 9.9 4.9 NA * NA
1968 16 10.6 11.9 7.1 NA NA
1969 17 12.3 11.5 6.8 2.8 -1.28
1970 18 8.8 10.8 6.9 5.5 -0.77
1971 18 9.9 11.1 6.3 11.6 0.08
Section .) s Tr:igger
Both executives explained that the piarming system in 
operation within the Group at the time of the acquisition 
discussed concentrated upon both formal, regular .financial 
controls, and evaluation of product/marl st strategy.
Other facets of the planning system had not developed to 
the same extent; in particular, the setting of objectives 
was seen by observer 1 as the responsibility of the parent 
company, whilst observer 2 did not perceive any to exist at 
all, other than those personalised objectives which each 
individual executive followed. Table 1 shows the complete 
level of agreement.
Observer 1 Observer 2 Consensus
Objectives FORMAL
REGULAR
i
NO
SYSTEM
' X 
v
Constraints POEMAh* 
REGULAR
INFORMAL
IRREGULAR
V/
X
Strengths and 
weaknesses
FORMAL
IRREGULAR
INFORMAL
IRREGULAR
X
a
V
Pr oduct/:mark e t 
strategy
FORMAL
REGULAR
FORMAL
REGULAR
y
Monitor & control 
syst em.
FORMAL
REGULAR
FORMAL
REGULAR
yV
//
*
1
TABLE 1 - Planning system.
* "this varied somewhat in depth according to the business 
and the company and was .not controlled centrally
0 c L3 erver d. expraired thd u « do cl result of the fori:
j ( " - /market strategy, it had become evident
hat ‘urther penetration on the foundry side of the oust ness 
v:as necessary to "eliminate some of the numerous competitors 
had hocome a nuisance." Valak, a direct competitor in 
one or two lines under licence, infringed a Foseco patent 
and as a result, a Merchant Bank which owned a large proportio: 
of the shares "baled out" - an ideal opportunity for Foseco 
(ohoerver l). Observer 1 did not perceive that the planning 
sys tem had identified a specific need for acquisition at the 
time, nor with the benefit of hindsight would he change this. 
In contrast, observer 2 felt that many suppliers and com­
petitors were "thorns in the company’s side" and that these 
could best be eliminated by acquisition.
S e c t i on 2: EIin1 ration
2.] Executives disagreed as to the extent to which an internal 
company audit was conducted prior to the final decision to 
acquire Yalak. This is seen in Table 2.
Observer 1 Observer 2 Consensus
1. Consider concept 
of business? YES YES YES
2. Assess company 
objectives? NO NO NO
3- Evaluate strengths 
and weaknesses? NO YES X
4 . Seek synergy? YES NO X
TABLE 2: Internal Company Audit
Observer 1 felt that any evaluation of strengths and weak­
nesses would not have been particularly useful as Yalak was 
a small acquisition - any measure of possible synergistic 
effect must, therefore, have been very superficial.
Observer 2 felt that although Yalak might not have been 
an ideal acquisition if synergy were sought, two major 
factors outweighed any such possible considerations -
1. the Managing Director was impressive.
2. j.t was cheaper to "buy than battle".
^•2 Concept of the business
Both executives agreed that Poseco P S had been correctly 
classified as being a metallurgical company. Observer 1 
adding that it was concerned with supplying consumable 
chemical products to the industry.
2•3 Corporate objectives
Profitability was the only objective perceived to exist by 
either executive, although in differing forms, observer 1 
specifying growth in profitability at a quantified rate, 
and observer 2 commenting that profitability, unspecified 
and unquantified, had "tended to evolve as a prime objective 
in an indirect fashion". However, when asked to comment upon 
this situation, both felt that it was unsatisfactory.
Table 3 shows the areas in which objectives ought to have 
been specified.
ii
i Observer 1 Observer 2 Consensus
L !
I Financial:
| Profitability 
Liquidity 
1 Capital expenditure
I.
4=
4=
o(L
i1 / |
;
Marketing:
Geograph:i c penetration 
Market development i
3
1
1I
l
i
Corporate:
Industrial Relations
I
2
TABLE 3 - Ideal Corporate Objectives
2*4 Table 4 shows the corporate strengths and weaknesses which 
observer 1 felt were evident at the time discussed and 
which observer 2 perceived to have been correctly identified.
STRENGTHS WEAKNESS.ES I
1 2 Consensus ± 2 Consensus j !
Financial: 
Liquidity 2
1
11
K
0
C
0
N
! Q
Marketing:
Products
Markets:
Customer Service
1 1 =
1 =
•/I
1
Corporate: 
Management 
C o mmuni c at i o n 
Organisation 3
3
2 > / 2
r\
C.
1
D
E
N
0
1u
Information system 4
I s1
TABLE 4 - Corporate Strengths & Weaknesses
A number of points require further explanation -
1. Liquidity - plenty of money available for R & D.
2. Products and markets - although the company competed
in geographically widespread 
markets} it was vulnerable to
attack from competitors on individual 
product lines as occurred in the case 
of Yalak.
3. Management - although"loyal and dedicated" (observer 2),
there was a distinct lack of "good people" 
(observer 1).
4. Organisation, communication and information - the
decentralised nature of the structure 
which gave maximum autonomy to subsidiaries 
was seen by both executives as a major 
strength. Unfortunately, this had led to 
a lack of co-ordination between "the centre 
and worldwide companies"..
Section 3: Concentration
1 Executives disagreed when asked if formal criteria for evaluat­
ion were set up prior to consideration of Va,lak. However, 
certain factors, shown in table 5, were considered prior to 
a final decision.
1
Observer 1 Observer 2 Consensus
\
Einancial:
Net assets 3=
Profitability 1=
Effect on P/E 5=
Price 5=
Marketing:
Pisk 1
Liceiisee relationships 3
Products 1=
Market penetration 1=
Corporate:
Management-personnelv 4
structure 5-Future plans
i
O
C- \
|
TABLE 3 - Acquisition Criteria
Observer 1 explained that fcbe major consideration concerned 
the effect upon the market-piace of a second source of 
supply - how much business would the company lose?
Additional to this was the major problem of 1 determining 
what Foseco would wish to do with it in the future.n 
Observer 2 did not perceive this to have been a consideration 
and, indeed, commented that future plans should have been 
given much more consideration. There was an implicit 
assumption that the two companies would continue 'separate 
but combined', but in the event the "reps, cut each others' 
throats" thus sub-optimising total company profits.
Consistent with the perception of observer 2 as described • 
previously, observer 1 explained that the fact that the 
company was headed by a dynamic Managing Director, who was 
willing to remain, was of prime importance.
Section 4: The Bid
4.1 An open declaration of intent was made and shares were 
bought from the Merchant Bank described earlier. The final 
settlement comprised mainly of cash with a small proportion 
of shares.
4.2 Although executives disagreed in their perception of whether 
a premium was paid on net asset value, they did agree* that 
the price paid was within that originally set by Foseco as
a maximum.
beet ion 5 i Post-acauisit i or actio i
5.1 Although observers described essentially the same action,
their answers varied in emphasis. Observer 1 stated that
action had been positively planned prior to the acquisition,
and observer 2 described a situation where it seemed easier
to leave Valak alone that to completely absorb it into the
*
Group.
5*2 Corporate: The company was left as a separate entity,
run as a satellite of Tamworth, with the 
Managing Director reporting to the Managing 
Director, U.K. Some of the Poseco management 
were introduced onto the Board. The name was 
changed from Valak to Moldak as part of the 
sale agreement, and at the insistence of the 
owner of Valak.
Control System: The Poseco system was Introduced,
although "it was not very sophisticated”
(observer 2).
Production: No immediate action took place, but Poseco is now
making major additions to the Moldak plant in 
order to increase capacity for Poseco products - 
Tamworth was too centralised with a dangerously 
strong Union. Observer 1 felt that this could 
have been started earlier.
Marketing: Both companies would continue to market their
own products but Moldak would liaise with
Poseco on the approach to be adopted.
It was planned that the two companies would be
allowed to continue to trade in the same business
and that Poseco would take on additional 
corp1 imentary lines, whilst Moldak would 
he encouraged to develop within its own 
skills. The new arrangement gave Poseco 
further opportunities for licensing products.
5.3 Except for the expansion of production plant, all the action 
described had been anticipated prior to the completion of 
negotiations.
5*4 Observer 2 explained that all the initial changes had been 
completed within the time anticipated, whereas observer 1 
perceived it to have been completed somewhat earlier than
expe ct e d.
5*5 The final judgement, however, was unanimous - the acquisition 
had been successful. The criteria for success are seen below.
Observer 1 1. Good RO 1
2. 1 Could be used as a flame-thrower 
against other U.K. competitorsn .
3 • M Pi. dn11 lose any cust cm ers . ”
4. Key man (M.P.) stayed and successfully 
broadened the business.
Observer 2 1. The ratio of profit to investment
was as anticipated.
2. The company as a whole has expanded 
in the service business.
; -‘potion .I : Trigger
rJ:ho ©ompanies of Poseco and Minerals Separation had merged 
only shortly before the acquisition of Protim and there was 
no corporate system for planning within the new Group. 
Observer 1 commented that Minerals Separation had previously 
adopted a very formal, regular system, whereas in Poseco 
none had existed.
However, a planning system had not signalled the need for 
the newly formed company to consider acquisition. Both 
executives explained that the original Poseco companies had 
increasing lack of faith in the ability of the metallurgy 
sector feo produce Die future required level of profitability 
iking the atmosphere ripe for acquisition suggestions. 
Conversely, the Minsep executives comprised an "aggressive 
cuckoo in the nest" (observer 2) and felt the need to make 
"large acquisitions in order to put Poseco in its place."
L\9.qtion 2 Elimination
Observer 2 explained that the prevailing atmosphere as , 
described in the previous section, led to an interest in 
companies connected with the construction industry since 
Colmac, a manufacturer of lavatory seats, was already an 
industry supplier. Unfortunately, the executive concerned 
who had "no concept of the growth areas in the industry" had 
investigated Rawlplug and Rentokil and eventually, through 
a chance meeting of executives, Protim. Observer 1 did not 
pereoiive a specific sector } vi g been identified but rather 
ary company which was -non capital intensive and which was in 
any general service field.
\_
v
2 Executive:.; were not able to agree completely on the extent 
to whi eh an internal company audit took place prior to the 
final decision to acquire Protim (see Table l), although both 
felt that it would have been a useful exercise.
Observer 1 Observer 2
i
Consensus
1
Corni dor the concept 
of the business? Yes No
Assess corporate 
| objectives?
i
No No No
j
! Apprai s e strongths 
j & w e aknes s e s ?
!
• No No • No .
1
Seek synergy.
*
Yes No ?<
TABLE 1 - Company Audit
Cpncejpi o f t h e Bu s i ne s s
Observer 1 explained that the new company was seen as a 
holding/conglomerats group, but that this view was very 
unhelpful in determining the future character of Poseco-Minsep 
Although the acquisition search was focused upon the Construc­
tion Industry, observer 2 felt that this was based upon the 
erroneous assumption that it would be as easy to establish a 
dominant position as it had been in the Metallurgy Industry. 
Thus, a specific field should have been chosen within the 
Ii iustry which was international in nature, with potential 
for rap-j u growth, such, as "pre-cast foundry" or the "services 
field. *
.4 At this stage, both executives explained that the newly 
formed company was searching for an identity in a very 
informal hut frantic manner. This was further complicated 
by the fact that the executives of the two original companies 
had not lost that strong feeling of rivalry.
»5 Corporate Objectives
Although profitability was implicitly understood to be of 
prime importance, no specific quantified objectives existed 
within the Group at the time under discussion. Observer 2 
felt that quantified profitability objectives would have 
been sufficient to establish some cohesive direction, whereas 
observer 1 would have been even more specific in identifying 
corporate direction. (See table 2)
1
Observer 1 Observer 2 Consensus
Financial: 
Profitability
>*
V \y
/ 
\/
Marketing: 
Penetration 
Product development 
Market development 
Int e rnat i o nal 
diversification.
/v'
$
/
!
Corporate: 
Organisation 
definition. V./
TABLPu 2 - Ideal Corporate Objectives
.6 Corporate Strengths and Weaknesses
Observer 1 stated that "a deep analysis of this type was 
necessary as it was cbyious that the dominance of the 
metallurgy section made the company unbalanced, and it was
ary to seai tor i lew areas. * Conversely, 
observer 2 felt that the strengths and weaknesses which wouli 
have "been identified (shown in table 3) would have helped to 
focus attention on problem areas.
1
1
i
Strengths Weaknesses
Markets /V
Management /V /V
Image
No objectives
! 1 >
TABLE 3 - Observer 2, strengths and weaknesses.
V/ithii their existing markets the companies had established 
a good position with management who were "appropriate to 
the business." Unfortunately, the two Managing Directors were 
unable to find common grounds for agreement upon major operating 
decisions. This was exacerbated by the "lack of connection
f
between the tv/o busiiiesses in existence" - "there was no 
corporate identity."
Section 3; Concentration
3.1 A previous acquisition which had been made as a result of a 
very formal screening process, had been "a disaster" and thus 
executives tended to distrust formality - "the lunch table 
approach" became more acceptable (observer 1). The criteria 
to be applied being very broad. Table 4 shows the factors
A direct approach was made to the two major shareholders 
of Protim, who were also joint Managing-Directors, and 
round-table discussions assisted by financial advisors took 
place.
An exchange of shares was effected at the request of the 
victim firm as 1 this was in line with current company 
policy” (observer 2). Observer 1 did comment that, in the 
event, it would have been cheaper to pay cash.
Although a premium was paid over both the pre-bid price 
and the net-asset value, the price paid still remained 
within the maximum set by the Poseco-Minsep'executives. .
Sect ion 5: Post-acquisition action
After the problems encountered by the Tamworth division when 
attempting to absorb GBP, senior executives decided to leave 
the acquired company almost completely alone, merely putting 
a member of Poseco-Minsep on the Board. Unfortunately, it 
was not known until after the acquisition that the two? 
brothers who were joint Managing Directors clashed constantly 
to such an extent that it was eventually impossible for them 
to work together. Two years later they were replaced by a 
senior executive specifically recruited from outside Poseco- 
Minsep. Also at this time the businesses were divided into 
two main groupings.
The brothers mentioned previously "didn’t believe in 
forecasts" (observer 2), nor did they employ a financial 
director and it was necessary for the existing systems to be
perceived to have been considered.
i
Price
Degree of capital 
intensiveness
Profit record
Management
TABLE 4 - Acquisition Criteria
Observer 2 commented that a major factor was the '-belief 
that it was a good business - nice and lively." He added 
further that if a major study had been conducted, there was 
some doubt about whether Protim would have been acquired at 
all as a study would have revealed -
1. their technology was out of date.
2. arrangements with worldwide customers 
which may need re-negotiation.
3. the dominance of two giants in the 
chemical field on the continent.
Table 5 shows the areas of investigation which executives 
felt were appropriate at the time discussed.
Observer 1 Observer 2 Consensus
Profitability ,
/v
Existing markets y
Existing customers V
Production processes
/V V y
Management
/V' V y
TABLE 3 - Ideal Criteria
Observer 1
i
Observer 2 j1 _Consensus
/
y
/ !tV
/ iV
y / /v
tightened and the use of standard costing encouraged.
2 .Both observers felt that the acquisition had been a qualified 
success for the following reasons:
Successes: Observer 1 - Good profit growth.
Provided a springboard for 
other activities.
Provided the base for a 
service division.
Developed international 
activities.
Observer 2 - Good profit growth.
Disappoint­
ments : Observer 1 - Management clash.
lack of expected depth of
expertise in management.
Observer 2 - "People didn’t fit into
Poseco-Minsep.”
BACKGROUND
P r i o r  to  1970,  J .  G l i k s t e n  a n d  Son  i m p o r t e d  a n d  d i s t r i b u t e d  h a r d  a n d  
s o f t  t i m b e r ,  p ly w o o d ,  b o a r d s ,  d o o r s  a n d  a l l i e d  b u i l d i n g  m a t e r i a l s  
o w n in g  25 a c r e s  of  l a n d ,  s a w m i l l s  a n d  k i l n s .  D u r i n g  A p r i l  o f  t h a t  
y e a r ,  t h e  c o m p a n y  a c q u i r e d  H o r l s e y ,  S m i t h  & J e w s o n  - t i m b e r  
i m p o r t e r s  a n d  m e r c h a n t s ,  s a w  m i l l e r s ,  b u i l d e r s  m e r c h a n t s  a n d  
f l o o r i n g  c o n t r a c t o r s .  T h e  r e s u l t a n t  c o m p a n y  w a s  r e n a m e d  I n t e r n a t i o n a l  
T i m b e r .
IN T E R N A T IO N A L  T I M B E R  - M A R K E T  ANALYSIS
S I Z E  ( £ ’0 0 0 , 0 0 0 )
Y E A R S A M P L E
NO.
M E D I A N M E A N S. D. I n t e r n a t i o n a l
T i m b e r
S C O R E
1967 16 9. 93 15. 3 18. 7 21.  1 + 0. 31
1968 25 6. 37 16. 5 21.  8 2 5 . 4 0. 41
1969 23 6. 25 18. 0 26.  7 29.  1 0. 42
1970 20 8. 16 22.  3 28.  9 31.  3 0. 31
1971 14 9. 76 27.  6 34.  3 58. 7 0. 91
R O C E  (%)
Y E A R S A M P L E
NO.
M E D I A N M E A N S. D. I n t e r n a t i o n a l
T i m b e r
S C O R E
1967 25 11. 2 12. 6 6. 6 11. 7 - 0. 14
1968 27 13. 4 14. 5 6. 75 20.  7 0. 92
1969 26 11. 0 13. 0 7. 4 21.  5 1. 15
1970 23 10. 6 13. 0 8. 2 7. 6 - 0. 66
1971 16 15. 2 16. 0 8. 0 11. 4 - 0. 58
I N T E R N A T I O N A L  T IM B E R F IN A N C IA L  ANALYSIS
£ M 1967 1968 1969 1970 1971 1972
T u r n o v e r 21,  127 25, 444 29, 078 31, 297 58, 676* 56, 351
N e t  W o r t h 5, 941 6, 684 7, 080 8, 852 10r 079 13, 066
N e t  A s s e t s 6, 481 7, 658 7, 807 14, 026 15, 698 19, 538
P B J T 755 1, 586 1, 675 1, 073 1, 9 57* 3, 900
P A T 456 878 951 688 8 5 2 * 2, 046
No.  s h a r e s 5, 400 ,  000 5 ,7 0 0 , 0 0 0 5 , 7 0 0 , 0 0 0 7 , 3 1 2 , 0 0 0 7 , 3 1 2 , 0 0 0 8 , 7 3 2 , 0 0 0
N o.  e m p l o y e e s NA 1, 836 2, 080 1, 924 4, 493 4, 486
G r o s s  M a r g i n 3. 5 6. 2 5. 8 3. 4 3. 3 6. 9
N e t  M a r g i n 2. 2 3. 4 3. 3 2. 2 1. 4 3. 6
R e t u r n  on N e t  
W o r t h
7. 7 13. 1 13. 4 7. 8 7. 4 * * 15. 4
R e t u r n  on N e t  
A s  s e t s
11. 7 20.  7 21.  5 7. 6 • 11, 4** 20.  0
A s s e t  T u r n o v e r NA 3. 3 3. 7 2. 2 — 2. 9
C u r r e n t  R a t i o 0. 73 1. 90 1. 50 1. 33 1. 30 1. 63
A c i d  T e s t 0. 33 0. 91 0. 74 0. 57 0. 63 0. 85
D e b t o r s  ( d a y s ) 60 73 66 71 78 84
G e a r i n g  (%) 4. 8 4. 3 4. 1 38. 4 34. 6 28. 8
C o v e r a g e — — — — 4. 0 7. 8
D i v i d e n d  c o v e r 1. 01 1. 80 1. 94 1. 30 NA 2. 05
T u r n o v e r / e m p ­
l o y e e
NA 13, 800 14, 500 16, 200 NA 1 2 , 6 0 0
N e t  A s s e t s /  
s h a r e  ( £ )
1. 22 1. 34 1. 37 1. 96 2. 14 2. 24
E a r n i n g s /  
s h a r e  (p)
8. 4 15. 4 16. 6 9. 7 NA 23.  5
* i n c l u d e s  15 m o n t h s  f i g u r e s  of  H o r s l e y ,  S m i t h  &: J e w s o n
** e s t i m a t e d
S E C T I O N  1 : T R IG G E R
1. 1
A l l  e x e c u t i v e s  a g r e e d  t h a t  f o r m a l  a n d  r e g u l a r  s y s t e m s  f o r  m o n i t o r i n g  c o r p o r a t e  
o b j e c t i v e s  a n d  f i n a n c i a l  p e r f o r m a n c e  w e r e  i n  o p e r a t i o n  in  G l i k s t e n  p r i o r  to  t h e  
a c q u i s i t i o n  d i s c u s s e d .  H o w e v e r ,  d e s c r i p t i o n s  o f  o t h e r  a s p e c t s  o f  t h e  p l a n n i n g  
p r o c e s s  v a r i e d .  S e e  T a b l e  1 :
O b s e r v e r
1
O b s e r v e r
2
O b s e r v e r
3
C o n s e n s u s  
( = ! )
O b j e c t i v e s F o r m a l F o r m a l F o r m a l F o r m a l
R e g u l a r R e g u l a r R e g u l a r R e g u l a r
E x t e r n a l I n f o r m a l I n f o r m a l F o r m a l I n f o r m a l
C o n s t r a i n t s I r r e g u l a r I r r e g u l a r R e g u l a r I r r e g u l a r
j S t r e n g t h s  a n d I n f o r m a l No F o r m a l y
W e a k n e s s e s I r r e g u l a r S y s t e m R e g u l a r X
P r o d u c t /  M a r k e t F o r m a l Info r m a l F o r m a l F o r m a l
s t r a t e g y I r r e g u l a r I r r e g u l a r R e g u l a r I r r e g u l a r
M o n i t o r  a n d  c o n t r o l F o r m a l F o r m a l F o r m a l F o r m a l
s y s t e m R e g u l a r R e g u l a r R e g u l a r R e g u l a r
T A B L E  1 : P L A N N I N G  S Y S T E M
1. 2
In t h e i r  o p i n io n  t h e  s y s t e m  a s  d e s c r i b e d  b y  e a c h  e x e c u t i v e  d i d  s i g n a l  t h e  n e e d  
to  c o n s i d e r  g r o w t h  b y  a c q u i s i t i o n .  O b s e r v e r  1 e x p l a i n e d  t h a t  a l t h o u g h  t h e y  
h a d  t r i e d  to  e n t e r  t h e  s o f t - w o o d  m a r k e t ,  t h e  a t t e m p t  h a d  b e e n  u n s u c c e s s f u l  
a n d  i t  b e c a m e  i n c r e a s i n g l y  o b v i o u s  t h a t  i t  w o u l d  b e  n e c e s s a r y  to  a c q u i r e  
e x p e r t i s e  in  t h i s  f i e l d .  T h i s  w a s  in  c o n t r a s t  to  t h e  p e r c e p t i o n s  of  b o t h  t h e  o t h e r  
e x e c u t i v e s  i n t e r v i e w e d  w ho  e x p l a i n e d  t h a t  t h e  T i m b e r  T r a d e  w a s  r e a c h i n g  a  
s t a g e  w h e r e  a  r a t i o n a l i s a t i o n  o f  t h e  s t r u c t u r e  b o t h  v e r t i c a l l y ,  f r o m  f o r e s t  to  
c o n s u m e r ,  a n d  h o r i z o n t a l l y ,  in  t e r m s  o f  l a r g e r  m a n u f a c t u r i n g  a n d  d i s t r i b u t i o n  
u n i t s ,  w a s  i n e v i t a b l e .  In t h a t  s i t u a t i o n ,  in  o r d e r  t o  s u r v i v e  G l i k s t e n  m u s t  g r o w  
q u i c k l y  b y  a c q u i r i n g  w i t h i n  t h e  t r a d e .
S E C T IO N  2 : E L IM IN A T IO N
2 . 1
T h e  s i g n a l s  h a d  f o c u s s e d  a t t e n t i o n  u p o n  s p e c i f i c  c a t e g o r i e s  of  c o m p a n i e s  a n d  
t h e  c a t e g o r i e s  w h i c h  e x e c u t i v e s  d e s c r i b e d  w e r e  c o n s i s t e n t  w i t h  t h e i r  a n s w e r s  
i n  t h e  p r e v i o u s  s e c t i o n .
O b s e r v e r  1 ; S o f t  W o o d  M a r k e t
O b s e r v e r  2 : T i m b e r  T r a d e
O b s e r v e r  3 : T i m b e r  T r a d e  - c o m p a n i e s  w i t h
s t r e n g t h s  in  d i s t r i b u t i o n  r a t h e r  
t h a n  i m p o r t i n g  o r  m a n u f a c t u r i n g .
2 . 2
A  c o m p l e t e  c o m p a n y  a u d i t  o f  G l i k s t e n  w a s  c o n d u c t e d  p r i o r  t o  t h e  f i n a l  d e c i s i o n  
t o  a c q u i r e ,  a l t h o u g h  O b s e r v e r  2 f e l t  t h a t  i t  w a s  on  a n  i n f o r m a l  r a t h e r  t h a n  a  
f o r m a l  b a s i s .  S e e  T a b l e  2 :
O b s e r v e r
1
O b s e r v e r
2
O b s e r v e r
3
C o n s e n s u s
C o n s i d e r  c o n c e p t  o f  
t h e  B u s i n e s s  ? NO YES YES YES
A s s e s s  C o r p o r a t e  
O b j e c t i v e s  ? YES YES YES YE S
E v a l u a t e  C o r p o r a t e
s t r e n g t h s  a n d  
w e a k n e s s e s  ?
YE S I n f o r m a l l y
d i s c u s s e d
YES YES
S e e k  S y n e r g y  ? YES YES YES YES
T A B L E  2 : C O M P A N Y  AUDIT
* K e n d a l l ' s  C o e f f i c i e n t  of  C o n c o r d a n c e  = 0. 82 
X 2 = 7. 38,  10% S. L.  = 6. 25
In p a r t i c u l a r ,  t h e  o b j e c t i v e s  of  p e n e t r a t i o n  a n d  p r o d u c t  d e v e l o p m e n t  a r e  
c o n s i s t e n t  w i t h  t h e  p r e v i o u s l y  d e s c r i b e d  a c q u i s i t i o n  s i g n a l s  a n d  w i t h  t h e  
m o v e  to  a  m a r k e t  o r i e n t e d  c o m p a n y .
A l l  e x e c u t i v e s  c o n s i d e r e d  t h a t  t h e  o b j e c t i v e s  w h i c h  t h e y  d e s c r i b e d  w e r e  c o r r e c t  
a t  t h a t  p a r t i c u l a r  t i m e .
2. 5
E x e c u t i v e s  w e r e  in  s t r o n g  a g r e e m e n t  t h a t  t h e  m a j o r  s t r e n g t h s  o f  t h e  c o m p a n y  
a t  t h a t  t i m e  l a y  i n  i t s  f i n a n c i a l  r e c o r d  w h i l s t  t h e  w e a k n e s s e s  l a y  in  t h e  d e g r e e  
o f  d e p t h  a n d  w i d t h  o f  m a r k e t  p e n e t r a t i o n .  T a b l e  4  s h o w s  o b s e r v e r s  p e r c e p t i o n s  
of  t h e  c o m p l e t e  r e s u l t s  of  t h e  a n a l y s i s .
S T R E N G T H S W E A K N E S S E S
1 2 3 C o n s e n s u s 1 2 3 C o n s e n s u s *
F i n a n c i a l  :
L i q u i d i t y 1 =
P r o f i t a b i l i t y  
G e a r i n g  P o t e n t i a l  
P / E  R a t i o  
D i v i d e n d  r e c o r d
1 =
1 = 
1 =
1 = 
1 =
1 =
s /
V
M a r k e t i n g  •
T y p e  of  p r o d u c t s  
T y p e  of m a r k e t s  
M a r k e t  S i z e  
M a r k e t  S h a r e
2 2= 3= V 1 = 2=
2=
1
1 = 
1 =
V
V
P r o d u c t i o n  :
M a n u f a c t u r i n g  
D i s t r i b u t i o n  
w h a r v e s / w a r e h s e s .  
V u l n e r a b i l i t y  t o  
s u p p l i e r s
3=
3=
2=
2=
3= V
1 =
C o r p o r a t e  :
M a n a g e m e n t  
F i n a n c i a l  s y s t e m s 1 = 
..... .. .1
2= 2 J «
TABLE 4 : CORPORATE STRENGTHS AND WEAKNESSES
* I n s u f f i c i e n t  a g r e e m e n t  t o  e s t a b l i s h  a n  o r d e r  o f  r a n k i n g  
(W = 0. 12, X 2 = 1. 44,  10% S. L.  = 7. 78)
A  n u m b e r  of  p o i n t s  r e q u i r e  f u r t h e r  e x p l a n a t i o n  :
(1)  A l l  e x e c u t i v e s  a g r e e d  t h a t  t h e  c o m p a n y ' s  m a j o r  s t r e n g t h  w a s  in
t h e  h a r d w o o d  m a r k e t ,  o b s e r v e r  3 a l s o  a d d i n g  v e n e e r s  a n d  p l y w o o d .
(2) T h e  a r e a  of  m a j o r  w e a k n e s s  w a s  l a c k  o f  k n o w l e d g e  a n d  p e n e t r a t i o n  of  
t h e  s o f t w o o d  m a r k e t .
(3) B o t h  o b s e r v e r s  2 a n d  3 e x p l a i n e d  t h a t  t h e  c o m p a n y  r e c o g n i s e d  t h e  
l i m i t e d  g r o w t h  p o t e n t i a l  of  t h e  m a j o r  m a r k e t s  in  w h i c h  i t  o p e r a t e d .
W h e n  a s k e d  to  c o m m e n t  on  h i s  p e r c e p t i o n  o f  t h e  r e s u l t s  of  t h e  a n a l y s i s  w i t h  t h e  
b e n e f i t  o f  h i n d s i g h t ,  o b s e r v e r  2 f e l t  t h a t  h e  h a d  n o t  b e e n  s u f f i c i e n t l y  i n v o l v e d  
in  c o r p o r a t e  d e c i s i o n s  a t  t h a t  t i m e  t o  c o m m e n t .  H o w e v e r ,  o b s e r v e r  1 w a s  of  
t h e  o p i n i o n  t h a t  tw o  f u r t h e r  w e a k n e s s e s  h a d  n o t  b e e n  r e c o g n i s e d  :
(a)  t h e  c o m p a n y  e x e c u t i v e s  w e r e  " t o o  s m u g  a b o u t  d o o r s "
(b) i n d u s t r i a l  r e l a t i o n s  w a s  n e g l e c t e d  a l m o s t  c o m p l e t e l y .
O b s e r v e r  3 w o u l d  h a v e  p l a c e d  p r i m e  e m p h a s i s  in  d i f f e r e n t  a r e a s  :
(a )  t h e  s t r e n g t h  of  t h e  m a n u f a c t u r i n g  m a n a g e m e n t
(b)  t h e  w e a k n e s s  o f  l i m i t e d  g r o w t h  in  t h e  h a r d w o o d  m a r k e t .
S E C T I O N  3 : C R IT E R IA
3. 1
A l l  e x e c u t i v e s  d e s c r i b e d  c r i t e r i a  w h i c h  w e r e  c o n s i s t e n t  w i t h  t h e  i n i t i a l  
a c q u i s t i o n  s i g n a l s  a n d  w i t h  t h e  s e a r c h  f o r  a  c o m p a n y  w h i c h  w o u l d  c o m p l i m e n t  
t h e  s t r e n g t h s  a n d  w e a k n e s s e s  o f  G l i k s t e n .  T a b l e  5 s h o w s  i n d i v i d u a l  r e s p o n s e s  :
O b s e r v e r  1 O b s e r v e r  2 O b s e r v e r  3 C o n s e n s u s  * 
( = ! )
F i n a n c i a l  :
S i z e  - T u r n o v e r 1 = 1 7
M a r k e t i n g  :
P r o d u c t  w i d t h 1 = 1 = 2 V
T y p e s  o f  m a r k e t s i - 1 - /
( e s p .  s o f t w o o d s ) 1. • 1 — V
D i s t r i b u t i o n  o u t l e t s 4
P r o d u c t i o n  :
R a w  m a t e r i a l  s o u r c e s 2
C o r p o r a t e  :
M a n a g e m e n t 3 1 = 3 7
T A B L E  5 : A C Q U I S I T I O N  C R I T E R I A
* i n s u f f i c i e n t  a g r e e m e n t  t o  e s t a b l i s h  a n  o r d e r  o f  r a n k i n g  
(W = 0. 09,  X 2 = 0. 81,  10% S. L.  = 7. 78)
I t  w a s  f e l t  n e c e s s a r y  t o  c h o o s e  a  c o m p a n y  w h i c h  " w o u l d  w e l c o m e  G l i k s t e n  a n d  
w i t h  w h o m  t h e  G l i k s t e n  m a n a g e m e n t  c o u l d  w o r k "  ( o b s e r v e r s  2 & 3), a n d ,  a s  a 
r e s u l t  o f  a p p l y i n g  t h i s  c r i t e r i o n ,  H o r s l e y  S m i t h  & J e w s o n  w a s  i n i t i a l l y  r e j e c t e d ,  
a s  b e i n g  a  s t r o n g  f a m i l y - b a s e d  c o m p a n y  w h i c h  w o u l d  n o t  w e l c o m e  n e w c o m e r s .  
H o w e v e r ,  l a t e r  i n v e s t i g a t i o n  s h o w e d  t h i s  n o t  to  b e  t h e  c a s e .
O b s e r v e r  2, w ho  w a s  n o t  d i r e c t l y  c o n c e r n e d  w i t h  t h e  d e t a i l e d  a n a l y s i s  
w o u l d  h a v e  c h a n g e d  t h e  e m p h a s i s  s l i g h t l y ,  p l a c i n g  t h e  f i t  of  p r o d u c t s  
a n d  m a r k e t s  b e f o r e  t h e  o t h e r  c r i t e r i a .  T h u s  :
1= T y p e  o f  P r o d u c t s  
1= T y p e  of  M a r k e t s
2 S i z e
3 M a n a g e m e n t
T h e  o t h e r  tw o  o b s e r v e r s  w e r e  o f  t h e  o p i n i o n  t h a t  t h e  a r e a s  o f  i n v e s t i g a t i o n  
a n d  t h e i r  r e l a t i v e  i m p o r t a n c e  w e r e  c o r r e c t .
S E C T IO N  4 ; T H E  BID
4.  1
A s  H o r s l e y ,  S m i t h  & J e w s o n  w a s  a  p r i v a t e l y  o w n e d  f a m i l y  f i r m ,  a l l  
n e g o t i a t i o n s  w e r e  c o n d u c t e d  d i r e c t l y  w i t h  t h e  o w n e r s .
4.  2
T h e  t r a n s a c t i o n  t o o k  t h e  f o r m  o f  c o n v e r t i b l e  l o a n  s t o c k  a n d  a  s m a l l  i s s u e  
o f  o r d i n a r y  s h a r e s  - " w e  c o u l d ' n t  a f f o r d  c a s h "  ( o b s e r v e r  3). O b s e r v e r  1 
e x p l a i n e d  t h a t  t h e  " s e l l e r s  e a r n e d  a  r e a s o n a b l e  r e t u r n  w h i c h  w a s  a l l o w a b l e  
a g a i n s t  t a x  a n d  i t  h e l p e d  t h e  c o n s o l i d a t e d  g e a r i n g  p o t e n t i a l .  "
4.  3
In c o n t r a s t  to  o b s e r v e r  3, t h e  o t h e r  t w o  e x e c u t i v e s  e x p l a i n e d  t h a t  a  p r e m i u m  
o v e r  t h e  n e t  a s s e t  v a l u e  w a s  n o t  p a i d ,  a l t h o u g h  a l l  a g r e e d  t h a t  t h e  f i n a l  p r i c e  
a g r e e d  w a s  w i t h i n  t h e  l i m i t s  o r i g i n a l l y  s e t  b y  t h e  G l i k s t e n  e x e c u t i v e .
S E C T I O N  5 : P O S T -A C Q U IS IT IO N
5. 1
A n  o u t l i n e  p l a n  o f  a c t i o n  w a s  p r e p a r e d  p r e - a c q u i s i t i o n  a n d ,  e x c e p t  f o r  s o m e  
m i n o r  c h a n g e s ,  w a s  c a r r i e d  o u t  a s  d e s c r i b e d  b e l o w  :
C o r p o r a t e  : t h e  t w o  c o m p a n i e s  w e r e  e s s e n t i a l l y  l e f t  i n t a c t  
a n d  a  H o l d i n g  C o m p a n y  s t r u c t u r e  w a s  c r e a t e d  
u n d e r  t h e  t i t l e  o f  I n t e r n a t i o n a l  T i m b e r ,  t h e  
e x i s t i n g  m a n a g e m e n t  w a s  r e t a i n e d  a n d  o b s e r v e r  3 
e x p l a i n e d  t h a t  v a r i o u s  w o r k i n g  p a r t i e s  w e r e  s e t  
u p  a t  a l l  m a n a g e m e n t  l e v e l s  in  a n  a t t e m p t  t o  
h e l p  t h e  t w o  g r o u p s  of  p e o p l e  t o  w o r k  t o g e t h e r .
O r g a n i s a t i o n t h e  c o m p a n i e s  t r a d i n g  w i t h i n  e a c h  o f  t h e  t w o  
o r i g i n a l  G r o u p s  w e r e  r e - o r g a n i s e d  i n to  a 
d i v i s i o n a l  s t r u c t u r e ,  e a c h  i n d i v i d u a l  c o m p a n y  
r e t a i n i n g  i t s  o r i g i n a l  a u t o n o m y .
M a r k e t i n g  j w i t h i n  t h i s  r e - o r g a n i s a t i o n  o n l y  tw o  c o m p a n i e s  
w e r e  a f f e c t e d  i n  a n y  m a j o r  w a y  - H o r s l e y ,  S m i t h  
a n d  J e w s o n  t o o k  o v e r  a  G l i k s t e n  s o f t w o o d  
c o m p a n y  a n d ,  in  r e t u r n ,  G l i k s t e n  a c q u i r e d  a  
h a r d w o o d  a n d  s h e e t  m a t e r i a l  c o m p a n y .
B o t h  e x e c u t i v e s  d i r e c t l y  i n v o l v e d  f e l t  t h a t  o n e  o f  
t h e  m a j o r  a d v a n t a g e s  of  t h e  a c q u i s i t i o n  w a s  t h e  
m a t c h  o f  a  m a n u f a c t u r i n g  b a s e d  c o m p a n y  ( G l i k s t e n )  
a n d  ' d i r e c t  t o  c u s t o m e r '  d i s t r i b u t i o n  c o m p n a y  
( H o r s l e y ,  S m i t h  & J e w s o n )  ; w h i c h  e n a b l e d  
G l i k s t e n  p r o d u c t s  t o  b e  s o l d  in  t h e  n e w l y  a c q u i r e d  
b r a n c h  o u t l e t s .
P r o d u c t i o n t h e  n e w  H o l d i n g  C o m p a n y  w a s  e m b a r r a s s e d  by  
d u p l i c a t e  m a n u f a c t u r i n g  a n d  w h a r f  f a c i l i t i e s  in  t h e  
L o n d o n  a r e a  w i t h  t h e  r e s u l t  t h a t  a l l  w o r k  w a s
t r a n s f e r r e d  to  t h e  S t r a t f o r d  s i t e  a n d  t h e  a c q u i r e d  
f a c i l i t i e s  c l o s e d  down .  O b s e r v e r  3 e x p l a i n e d  t h a t  
t h e  i n v e n t o r y  h o l d i n g  a c r o s s  t h e  tw o  c o m p a n i e s  
w a s  r a t i o n a l i s e d .
C o n t r o l  S y s t e m s  : O b s e r v e r  1 h a d  e x p l a i n e d  in  S e c t i o n  2 t h a t  o n e  o f
t h e  m a j o r  G l i k s t e n  s t r e n g t h s  w a s  t h e  s o p h i s t i c a t e d  
f i n a n c i a l  c o n t r o l  s y s t e m  in  o p e r a t i o n .  T h e  a c q u i r e d  
c o m p a n y  w a s  p a r t i c u l a r l y  w e a k  i n  t h i s  a r e a  a n d  
th e  s k i l l s  w i t h i n  G l i k s t e n  w e r e  d i r e c t e d  t o w a r d s  
e x t e n d i n g  t h e i r  own  e x i s t i n g  s y s t e m  a c r o s s  a l l  
d i v i s i o n s .
5. 2
W i t h  t h e  b e n e f i t  o f  h i n d s i g h t ,  a l l  e x e c u t i v e s  a g r e e d  t h a t  in  b r o a d  t e r m s ,  t h e  a c t i o n  
t a k e n  w a s  c o r r e c t .  O b s e r v e r  2 h a d  o n e  s m a l l  r e s e r v a t i o n .  H e  f e l t  t h a t  t h e  w o r d  
' t i m b e r '  s h o u l d  n o t  h a v e  b e e n  u s e d  i n  t h e  n e w  n a m e ,  a s  t h i s  p r o j e c t e d  t h e  w r o n g  
i m a g e  b o t h  i n t e r n a l l y  a n d  e x t e r n a l l y .
5. 3
T h e  r e - o r g a n i s a t i o n  w a s  c o m p l e t e d  in  a  s h o r t e r  t i m e  t h a n  t h e  e x e c u t i v e s  
c o n c e r n e d  h a d  o r i g i n a l l y  a n t i c i p a t e d  a n d  a l l  a g r e e d  t h a t  i t  h a d  b e e n  s u c c e s s f u l  
f o r  t w o  m a j o r  r e a s o n s  :
(a)  t h e  a n t i c i p a t e d  p r o f i t s  h a d  b e e n  m o r e  t h a n  a c h i e v e d .
(b) " I t  w a s  a  h a p p y  m a r r i a g e "  ( o b s e r v e r  2) - " t h e - e m p l o y e e s  a r e
w o r k i n g  w e l l  t o g e t h e r "  ( o b s e r v e r s  1 a n d  3).
B A C K G R O U N D
T h e  c o m p a n y  p r o d u c e s  e n g i n e e r i n g  p l a n t  f o r  t h e  s t e e l ,  g a s  a n d  
c h e m i c a l  i n d u s t r i e s ,  e x c a v a t o r s  a n d  o t h e r  c o n t r a c t o r ’s p l a n t ,  
s o l i d  f u e l  a n d  o i l  h e a t i n g  a p p l i c a n c e s ,  a n d  h o u s e h o l d  c o n s u m e r  
g o o d s .  P r o d u c t s  u n d e r  t h e  l a s t  h e a d i n g  a r e  s o l d  b y  I z a l  L i m i t e d  
w h i c h  y i e l d e d  a b o u t  70% o f  g r o u p  p r o f i t  in  1969  f r o m  35% o f  t h e  
t o t a l  g r o u p  t u r n o v e r .  A b o u t  15% o f  t h e  t u r n o v e r  w a s  d e r i v e d  
f r o m  e x p o r t s  a n d  o v e r s e a s  s a l e s .
A c q u i s i t i o n s  m a d e  by  I z a l  L i m i t e d  o v e r  t h e  l a s t  t e n  y e a r s  a r e  
t h e  s u b j e c t  of  t h e  i n t e r v i e w s  - t h e s e  a r e
R o n u k
R o s a l e x
K e n t
A i r k e m
T h a w p i t
O B S E R V E R S  I N T E R V IE W E D
O b s e r v e r P o s i t i o n N u m b e r o f  Y e a r s
In J o b In C o m p a n y
1 M a n a g i n g  D i r e c t o r  -  
N e w t o n  C h a m b e r s  L t d
7 '/
2 M a n a g i n g  D i r e c t o r  - 
I z a l  L i m i t e d
7 10
3 C o r p o r a t e  P l a n n e r  - 
N e w t o n  C h a m b e r s  L t d
2 2
N E W T O N  C H A M B E R S F I N A N C I A L  P E R F O R M A N C E
( £ 1000) 1967 1968 1969 1970 1971
T u r n o v e r 17, 539 18, 916 21,  988 2 1 , 3 2 0 21,  094
N e t  W o r t h 12, 981 13, 325 13, 232 1 2 , 9 8 1 1 2 ,8 6 1
N e t  A s s e t s 14, 965 15, 300 15, 115 1 3 , 9 6 4 13, 697
P B I T 1, 277 1, 809 1, 4 6 8 1, 510 1, 576
P A T 637 992 7 14 824 837
N o .  E m p l o y e e s NA 4,  236 4, 4 4 5 4,  467 3, 769
N o . S h a r e s  ( ’000) 1 2 , 8 9 6 12, 896 12, 896 12,  896 12, 896
G r o s s  M a r g i n 7. 3 9 . 6 6. 7 7.  1 7. 5
N e t  M a r g i n 3.  6 5 . 2 3. 3 3 . 9 4.  0
R e t u r n  on  n e t  a s s e t s 8. 5 11.  8 9. 8 10.  8 1 1 . 5
R e t u r n  on  n e t  w o r t h 4.  9 7. 5 5. 4 6. 3 6. 5
A s s e t  T u r n o v e r 1. 35 1. 42 1. 65 1. 64 1. 64
D i v i d e n d  C o v e r 1. 19 1 . 4 7 1. 03 1. 52 1. 54
C u r r e n t  R a t i o 3. 70 2.  70 2. 15 1. 86 2. 30
A c i d  T e s t 1. 90 1. 45 1. 13 0. 78 0. 95
D e b t o r s  ( d a y s ) 74 79 84 86 70.  5
G e a r i n g  (%) 4 . 4 4.  1 4. 1 4 .  0 3. 8
T u r n o v e r  p e r  
e m p l o y e e  ( £ )
— 4, 500 4, 950 4, 750 5, 600
E a r n i n g s  p e r  
S h a r e  (p)
4.  95 7. 70 5. 50 6. 40 6. 50
N e t  a s s e t s  p e r  
S h a r e  ( £ )
1. 15 1. 18 1 . 17 1. 08 1. 06
I Z A L  L IM IT E D  - C O M P A R IS O N  W ITH  N E W T O N  C H A M B E R S
Y e a r T U R N  O V E R R E T U R N  ON C A P I T A L
N e w t o n  C h a m b e r s I z a l % N e w t o n  C h a m b e r s I z a l
1967 17. 54 6. 73 38 8. 5 29 .  3 H i g h
1968 18. 92 6. 81 36 11. 8 25 .  0 H i g h
1969 21.  99 7. 70 35 9. 8 25.  9 H ig h
1970 21 .  32 8. 52 40 10. 8 19. 9 H i g h
1971 21 .  09 8. 74 41 11. 5 27 .  1 H i g h
B R IT IS H  OXYGEN, L A P O R T E ,  I Z A L  - M A R K E T  P E R F O R M A N C E  (BO T 2 6 /4 )
1967 1968 1969 1970 1971
S I Z E R O I S I Z E R O I S I Z E R O I S I Z E R O I S I Z E R O I
A l b r i g h t  & W i l s o n 105.  9 6. 8 111. 9 6. 6 120.  5 5. 0 129.  0 5. 2 123.  9 5. 9
F i s o n s 78.  43 7. 2 8 6 .4 2 10. 9 82.  23 11. 3 88 .  11 8. 0 90 .  09 15. 3
C o a l i t e 12. 68 26 .8 15. 74 30.  0 18. 80 37. 5 19. 87 35. 2 22 .  70 28 .  3
C r  o d a 17. 07 16.1 2 6 . 8 5 1 4 .  7 28.  02 15.9 37.  26 16. 0 51.  16 1 5 . 2
B e r k 15. 94 7.3 1 7 .12 13.3 21.  35 13 .0 A A A A
H i c k s o n  &c W e l c h — 2 0 .3 1 0 .20 18 .3 14. 08 14.9 17. 01 15. 7 19. 18 18. 4
M i d l a n d  Y o r k s h i r e  
T a r  D i s t i l l e r s
6 .3 4 10.3 1 2 .5 9 11 .7 11. 26 11.1 11. 34 1 1 . 5 11 .42 7. 8
Coatefe  B r o t h e r s — 2 7 .3 1 6 .53 2 8 .2 18. 87 2 7 .0 22 .  82 26 .  1 25 .  7 27.  1
A u l t  &: W i b e r g — 15.7 10.81 15 .9 12. 61 16.6 13 .18 13. 6 13. 19 15. 1
Y o r k s h i r e  D y e w a r e 4. 47 11 .9 4 . 9 3 15.0 5. 83 1 4 .4 6 .3 8 15. 0 7. 98 20 .  6
C o o p e r .  M c D o u g a l l  
a n d  R o b e r t s o n
16.02 3 0 .8 19.01 4 0 .0 2 2 .9 2 4 4 .5 24 .  85 42.  5 A A
P h i l b l a c k 3 .49 2 0 .0 4 .11 2 6 .4 5 .3 4 3 3 .4 5. 09 21.  0 5. 39 14. 4
F l e m i n g ----- 22 .1 5 .7 8 2 0 .8 6 .00 2 0 .2 6. 71 17. 6 7. 30 1 4 . 4
R e v e r t e x 8 .4 4 19.8 9 .2 6 2 3 .5 12 .70 2 3 .8 16. 17 16. 2 17.  77 13.  0
N a t i o n a l  C a r b o n i s i n g 5 .52 9.7 5 .7 0 11 .8 6 .27 16 .4 10. 76 27 .  4 20 .  06 26 .  0
J  e y e s 7 .8 5 15.3 8 .6 9 2 3 .4 12 .83 16.3 15.  00 14. 1 17. 96 14.  9
S t u r g e 3 .4 0 19.3 3 .9 5 19 .0 4 .5 6 1 7 .4 4 .  56 8. 2 5. 31 15.  1
B u r r e l l ----- 13.8 3 .1 2 13.1 3 .45 13.2 3. 71 15. 8 3. 66 16.  0
H o l l i d a y ----- 3 .4 3 .4 5 9 .0 3 .75 10 .0 3. 73 8. 6 4. 38 15.  1
S c o t t i s h  T a r 2. 56 9.3 2 . 9 0 14.7 3 .6 0 2 1 .4 3. 52 21.  3 NI N I
H o l t  P r o d u c t s 4. 26 3 1 .0 4 .5 1 2 9 .8 5.51 3 4 . 4 5. 51 25.  0 6. 06 22 .  0
A n c h o r  C h e m i c a l s 6 .6 0 2 0 .8 8 .1 7 22.1 9 .21 1 3 .8 7. 38 10. 1 6. 18 15. 0
S i z e  q u o t e d  i n  £ ' 0 0 0 ,  000
A = A c q u i r e d
NI = N o t  i s s u e d  a t  t i m e  of  d a t a  c o l l e c t i o n
I Z A L  L IM IT E D M A R K E T  ANALYSIS
S i z e  ( £  1000)
Y e a r S a m p l e
No.
M e d i a n M e a n S. D. I z a l S c o r e
1967 16 14. 45 i—i 00 o 37. 6 6. 73 - 0. 32
1968 22 8. 43 17. 80 27. 5 6. 81 - 0. 40
1969 22 11. 02 19. 53 28. 2 7. 70 - 0. 42
1970 21 11. 34 20.  59 31. 7 8. 52
ooCOo1
1971 19 13. 19 24 .  23 31. 6 8. 74 - 0. 49
R e t u r n  on  C a p i t a l  E m p l o y e d  (%)
Y e a r S a m p l e
No.
M e d i a n M e a n S. D. I z a l S c o r e
1967 22 15. 9 1 6 . 6 7. 9 29 .  3 1. 61
1968 22 17. 1 19.  0 8. 3 25 .  0 0. 72
1969 22 16. 3 i—> vO o 10. 0 15. 9 0. 63
1970 21 15. 7 17. 8 9 . 4 19. 9 0. 22
1971 19 15. 1 16. 8 5. 9 27 .  1 1. 75
S E C T I O N  I T R I G G E R
1. 1
T h e  tw o  o b s e r v e r s  d i r e c t l y  c o n c e r n e d  w i t h  t h e  a c q u i s i t i o n s  u n d e r  
d i s c u s s i o n  d e s c r i b e d  a  p l a n n i n g  s y s t e m  w h i c h  w a s  s t i l l  i n  t h e  
d e v e l o p m e n t  s t a g e  : t h e  r e g u l a r  e v a l u a t i o n  of  c o m p a n y  o b j e c t i v e s  
w a s  n o t  in  o p e r a t i o n  a t  t h e  t i m e  of  t h e  f i r s t  a c q u i s i t i o n  ( R o n u k ) . .  
T a b l e  1 i l l u s t r a t e s  t h e  p e r c e p t i o n  of  e a c h  o b s e r v e r  a s  to  t h e  t y p e  
of  p l a n n i n g  s y s t e m  in  o p e r a t i o n .
O b s e r v e r  1 O b s e r v e r  2 O b s e r v e r  3 C o n s e n s u s
(= ! )
O b j e c t i v e s R e g u l a r
F o r m a l
R e g u l a r  
F  o r m a l
No
S y s t e m
R e g u l a r  
F  o r m a l
C o n s t r a i n t s I n f o r m a l
I r r e g u l a r
I n f o r m a l
I r r e g u l a r
No
S y s t e m
I n f o r m a l
I r r e g u l a r
S t r e n g t h s  a n d  
W e a k n e s s e s
I n f o r m a l
I r r e g u l a r
No
S y s t e m
No
S y s t e m
No
S y s t e m
P r o d u c t /  M a r k e t  
S t r a t e g y
I n f o r m a l
I r r e g u l a r
F  o r m a l  
R e g u l a r
No
S y s t e m
X
X
M o n i t o r  & C o n t r o l  
S y s t e m
! F o r m a l  
R e g u l a r
F o r m a l
R e g u l a r
F o r m a l
R e g u l a r
F o r m a l
R e g u l a r
T A B L E  1 - P L A N N I N G  S Y S T E M
( O b s e r v e r  1 d e s c r i b e d  t h e  s y s t e m  o f  t h e  a n a l y s i s  o f  e x t e r n a l  c o n s t r a i n t s  
a s  b e c o m i n g  m o r e  f o r m a l  a n d  r e g u l a r  d u r i n g  1 9 6 8 / 1 9 6 9 )
1.2
A l t h o u g h  o b s e r v e r  3 h a d  o n l y  b e e n  w i t h  t h e  c o m p a n y  a  s h o r t  
p e r i o d  of  t i m e ,  i t  i s  i n t e r e s t i n g  to  n o t e  t h a t  h i s  d i s c u s s i o n s  
w i t h  e x e c u t i v e s  on t h e  t o p i c  of  p l a n n i n g  h a d  n o t  r e v e a l e d  a n y  
s y s t e m ,  e i t h e r  f o r m a l  o r  i n f o r m a l ,  e x c e p t  in  t h e  f i n a n c i a l  
a r e a .
1. 3
D i s a g r e e m e n t  c o n t i n u e d  w h e n  e x e c u t i v e s  d e s c r i b e d  t h e  r e a s o n s  
f o r  t h e  c o m p a n y  c o n s i d e r i n g  a n  a c q u i s i t i o n  p o l i c y ,  a l t h o u g h  
t h e y  p e r c e i v e d  t h e  s i g n a l  to  b e  t h e  s a m e  in  a l l  c a s e s ,  a n d ,  in  
t h e  c a s e  o f  o b s e r v e r s  1 a n d  2, t o  b e  a  d i r e c t  r e s u l t  o f  t h e  
p l a n n i n g  s y s t e m  t h e y  h a d  p r e v i o u s l y  d e s c r i b e d .
O b s e r v e r  1 O b s e r v e r  2 O b s e r v e r  3 C o n s e n s u s
(=!)
P r o f i t a b i l i t y 7 1 =
G r o w t h  r a t e  of  
t u r n o v e r
7 1 =
P / E
T y p e  of  P r o d u c t s 7 2 7 i = 7
T y p e  o f  M a r k e t s 7 2 7 i =
1 A p p r o a c h e s  f r o m  
o t h e r  c o m p a n i e s
7
T A B L E  2 : S IG N A L  F O R  ACQUISITION
1 . 4
W h i l s t  a g r e e i n g  t h a t  t h e  c o m p a n y  w a s  o p e r a t i n g  in  m a r k e t  a r e a s  
w h i c h  h a d  r e a c h e d  m a t u r i t y ,  o b s e r v e r s  1 a n d  2 d i s a g r e e d  a s  to  
t h e  r e l a t i v e  i m p a c t  o f  t h e  s i g n a l l i n g  f a c t o r s  s e e n  i n  T a b l e  2.
A n  i m p r o v e m e n t  in a g r e e m e n t  w a s  o b s e r v e d  w h e n  t h e  tw o  
e x e c u t i v e s  w e r e  a s k e d  to  c o m m e n t  on  t h e  s i t u a t i o n  w i t h  t h e  
b e n e f i t  o f  h i n d s i g h t  ; o b s e r v e r  2 w o u l d  a d d  t h e  P / E  r a t i o  to  t h e  
l i s t  a n d  p l a c e  t h i s  f a c t o r  b e f o r e  t h e  t w o  a l r e a d y  m e n t i o n e d .
1 . 5
O b s e r v e r  3 w a s  u n a w a r e  of  a n y  r e a s o n  f o r  a c q u i s i t i o n  o t h e r  
t h a n  d i r e c t  a p p r o a c h e s  f r o m  v a r i o u s  c o m p a n i e s  ; t h e  c o m p a n y  
w a s  ' a c q u i s i t i o n - s h y .  1
S E C T I O N  2 - E L IM IN A T IO N
2 . 1
T h e  e x a m i n a t i o n  of p r o d u c t s  a n d  m a r k e t s  d e s c r i b e d  i n  s e c t i o n  1 
by  o b s e r v e r s  1 a n d  2, d id  i n d i c a t e  t h e  c a t e g o r y  o f  c o m p a n y  to  
be  c o n s i d e r e d  :
O b s e r v e r  1 - P o l i s h  m a r k e t  ( T e c h n o l o g i c a l l y
a n d  m a r k e t  r e l a t e d .  )
O b s e r v e r  2 -  L o c a l  A u t h o r i t y ,  S c h o o l  a n d
H o s p i t a l  w a s h r o o m s .  ( M a r k e t  
R e l a t e d ) .
H o w e v e r ,  b o t h  w e r e  in  a g r e e m e n t  t h a t  t h e  c o m p a n y  w a s  s e a r c h i n g  
f o r  p r o d u c t s  w h i c h  w o u l d  n o t  d i r e c t l y  c o m p e t e  w i t h  t h e  ‘b ig  b o y s  - 
B o w a t e r  f o r  t i s s u e s ,  IC I  a n d  U n i l e v e r  f o r  c h e m i c a l s .  C o n v e r s e l y ,  
o b s e r v e r  3 w a s  u n a w a r e  of  a  s e a r c h  b e i n g  c o n c e n t r a t e d  i n  a n y  
s p e c i f i c  a r e a .
2 . 2
T h e  t h r e e  e x e c u t i v e s  d e s c r i b e d  a  s y s t e m  of  i n t e r n a l  c o m p a n y  a u d i t  
a d o p t e d  p r i o r  to  a c q u i s i t i o n  w h i c h  w a s  c o n s i s t e n t  w i t h  t h e i r  a n s w e r s  
i n  s e c t i o n  1. T a b l e  3 i l l u s t r a t e s .
O b s e r v e r  1 O b s e r v e r  2 O b s e r v e r  3 C o n s e n s u s
(= ! )
C o n c e p t  o f  t h e  b u s i n e s s  ? Y E S YES N O YES
R e - a s s e s s  o b j e c t i v e s  ? YES NO N O NO
E v a l u a t e  s t r e n g t h s  a n d  
w e a k n e s s e s  ?
YES NO NO NO
S e e k  s y n e r g y  ? NO YES NO NO
T A B L E  3 : C O M P A N Y  AUDIT
2. 3
W h e n  a s k e d  t o  c o m m e n t  u p o n  t h e  a p p a r e n t  l a c k  o f  ' s e l f  e v a l u a t i o n 1, 
o b s e r v e r s  2 a n d  3 f e l t  t h a t  i t  w o u l d  h a v e  b e e n  a u s e f u l  e x e r c i s e  in  
a l l  c a s e s .
2 .  4
C o n c e p t  o f  t h e  B u s i n e s s
O b s e r v e r s  1 a n d  2 d e s c r i b e d  t h e  n a t u r e  o f  t h e  b u s i n e s s  a s  
c h a n g i n g  o v e r  t i m e ,  t h e  o r i g i n a l  e v a l u a t i o n s  b e i n g  :
" S e l l i n g  H o u s e h o l d  a n d  I n s t i t u t i o n a l  P r o d u c t s "
( O b s e r v e r  1)
" H o u s e  of  H y g i e n e "  - ( O b s e r v e r  2)
A l t h o u g h  t h i s  w a s  c o r r e c t  a t  t h e  t i m e  of  t h e  e a r l i e r  
a c q u i s i t i o n s ,  a l l  e x e c u t i v e s  c o n s i d e r e d  t h a t  t h e  e m p h a s i s  
s h o u l d  h a v e  c h a n g e d  t o  " c o n s u m e r  b a s e d ,  d o - i t - y o u r s e l f  
i t e m s " ,  t h e s e  p r o d u c t s  e v o l v i n g  f r o m  t h e  R o n u k  a c q u i s i t i o n .
2.  5
C o m p a n y  O b j e c t i v e s
C o n s i s t e n t  w i t h  p r e v i o u s  a n s w e r s ,  t h e  o n l y  p e r s o n  t o  
p e r c e i v e  a n y  o b j e c t i v e s  to  be  s p e c i f i e d  w a s  o b s e r v e r  1 - 
t h e  s o l e  a r e a  m e n t i o n e d  b e i n g  t h a t  o f  p r o f i t a b i l i t y .
W h e n  a s k e d  i n  w h i c h  a r e a s  o b j e c t i v e s  s h o u l d  h a v e  b e e n  
s p e c i f i e d ,  o b s e r v e r  2 r e q u i r e d  a  w i d e r  r a n g e  t h a n  
o b s e r v e r s  1 a n d  3. T a b l e  4 i l l u s t r a t e s .
O b j e c t i v e O b s e r v e r  1 O b s e r v e r  2 O b s e r v e r  3 C o n s e n s u s
( =4 )
P r o f i t a b i l i t y 7 7  i = V
P / E 7  i= 7 7
P r o d u c t
d e v e l o p m e n t
7  2=
D i v e r s i f i c a t i o n iiCsJ
■*>
T A B L E  4 : I D E A L  O B J E C T I V E S
T h e  e m p h a s i s  u p o n  t h e  f i n a n c i a l  a r e a  b y  a l l  o b s e r v e r s  
i s  w o r t h y  o f  n o t e .
2 . 6
S t r e n g t h s  a n d  W e a k n e s s e s
T h e  a n a l y s i s  o f  s t r e n g t h s  a n d  w e a k n e s s e s  w h i c h  o b s e r v e r  
1 p e r c e i v e d  t o  h a v e  b e e n  c a r r i e d  ou t ,  r e v e a l e d  n o  s t r e n g t h s  
a t  a l l ,  a n d  o n e  m a j o r  w e a k n e s s  o n l y  - t h e  r e l i a n c e  u p o n  
t i s s u e  p r o d u c t s .
T a b l e  5 s h o w s  t h e  s t r e n g t h s  a n d  w e a k n e s s e s  w h i c h  e x e c u t i v e s  
f e l t  s h o u l d  h a v e  b e e n  r e c o g n i s e d  d u r i n g  t h e  p e r i o d  of  
a c q u i s i t i o n .
S T R E N G T H S
T” '" ..... ' ----  ---- ---------------------
W E A K N E S S E S
1 2 3 C o n s e n s u s 1 2 3 C o n s e n s u s
F  i n a n c i a l
L i q u i d i t y >73
G e a r i n g 72 =
M a r k e t i n g
P r o d u c t s 71 =7!  = V 7 i 71= 7
M a r k e t s 71 = !♦
i 71 = 73 7
S a l e s  F o r c e v/l =
C o r p o r a t e
M a n a g e m e n t n
R e s o u r c e  A l l o c a t i o n 71
S i t e J2|
i
72=
T A B L E  5 : ' I D E A L '  S T R E N G T H S  AND W EA K N E S SE S
A n u m b e r  o f  p o i n t s  r e q u i r e  f u r t h e r  e x p l a n a t i o n
(a)  T h e  ' p o t e n t i a l  f u n d s '  w e r e  s e e n  a s  a  s t r e n g t h  w h i c h  
c o u n t e r e d  t h e  w e a k n e s s  of  l a c k  o f  d e b t  f i n a n c i n g  w i t h i n  
t h e  c o m p a n y .
(b) T h e  R o n u k  d o - i t - y o u r s e l f  p r o d u c t s  a n d  " w a s h r o o m  
m a r k e t s "  w e r e  b o t h  v i e w e d  a s  m a j o r  a r e a s  of  s t r e n g t h  
b y  o b s e r v e r  1. O b s e r v e r  3 v i e w e d  t h e  p r o d u c t  s t r e n g t h  
a s  b e i n g  t h e  w i d e  r a n g e .
(c)  B o t h  o b s e r v e r s  2 a n d  3 c o n s i d e r e d  t h e  l a c k  o f  d e v e l o p ­
m e n t  o f  o v e r s e a s  m a r k e t s  t o  b e  a  w e a k n e s s .
(d) O b s e r v e r s  1 a n d  2 a g r e e d  t h a t  a  m a j o r  w e a k n e s s  w a s  
t h e  r e l i a n c e  u p o n  t h e  p a p e r  a n d  d i s i n f e c t a n t  m a r k e t s  
w h i c h  h a d  r e a c h e d  m a t u r i t y .
(e)  O b s e r v e r  3 s t a t e d  m a n a g e m e n t  w a s  " a u t o c r a t i c  a n d  i n w a r d -  
l o o k i n g " ,  a n d  t h a t  n o  d e f i n e d  p e r s o n n e l  p o l i c y  e x i s t e d .  T h e  
" m e t h o d s  of  a l l o c a t i n g  r e s o u r c e s  b e t w e e n  m a r k e t i n g  a n d  
p r o d u c t i o n  w e r e  p o o r " .
(f) T h e  p o s s e s  s i o n  of  a  s u b s t a n t i a l  a r e a  o f  u n u s e d  l a n d  on  o n e  
s i t e ,  a l l o w e d  t h e  c o m p a n y  t h e  c h o i c e  t o  i n t e g r a t e  a c q u i r e d  
c o m p a n i e s  w i t h i n  o n e  c o m p l e x .  T h i s  c o u n t e r e d  t h e  n e e d  
d e s c r i b e d  by  o b s e r v e r  3 to  d e v e l o p  a  m a n a g e m e n t  p o o l  f r o m  
w h i c h  t h e  c o m p a n y  c o u l d  w i t h d r a w  e x e c u t i v e s  t o  m a n a g e  
b u s i n e s s e s  i n  o t h e r  a r e a s .
S E C T I O N  3 : C O N C E N T R A T IO N
3. 1
O n l y  o b s e r v e r s  1 a n d  2 d e s c r i b e d  a r e a s  w h i c h  w e r e  s t u d i e d  p r i o r  
t o  a n y  f i n a l  d e c i s i o n  b e i n g  m a d e .  O b s e r v e r  3 w a s  u n a w a r e  of t h e  
e x i s t e n c e  o f  a n y  c r i t e r i a  d u r i n g  t h i s  t i m e .  T a b l e  5 i l l u s t r a t e s  t h i s  
s i t u a t i o n  .
C R I T E R I A O B S E R V E R  1 O B S E R V E R  2 C O N S E N S U S
( = 2 / 2 )
F i n a n c i a l  
E f f e c t  on  p r o f i t a b i l i t y  
S i z e
v/
V v/ V
M a r k e t i n g
P r o d u c t s V V
P r o d u c t i o n  
P r o c e s s e s  u s e d V
C o r p o r a t e
M a n a g e m e n t
' M o b i l i t y '
V
V
T A B L E  5 : A C T U A L  C R I T E R I A
A l t h o u g h  c o m p l e t e  a g r e e m e n t  f a i l s  to  e x i s t ,  t h e  a n s w e r s  a r e  c o n s i s t e n t  
w i t h  t h o s e  g i v e n  in  p r e v i o u s  s e c t i o n s .
3. 2
W h e n  a s k e d  to  e v a l u a t e  t h e s e  c r i t e r i a  w i t h  t h e  b e n e f i t  of  h i n d s i g h t ,  
n e i t h e r  o b s e r v e r  w o u l d  c h a n g e  a n y t h i n g .  H o w e v e r ,  o b s e r v e r  3 
w o u l d  e x a m i n e  m a n y  m o r e  a r e a s .
T a b l e  6 i l l u s t r a t e s .
C R I T E R I A O b s e r v e r  1 O b s e r v e r  2 O b s e r v e r  3 C o n s e n s u s
( = ! )
F i n a n c i a l
E f f e c t  on  p r o f i t ­
a b i l i t y .
7 7 7
E f f e c t  on  P /  E 7
S i z e 7 7 7 7
M a r k e t i n g
P r o d u c t s 7 7 7 7
M a r k e t s 7
D i s t r i b u t i o n  c h a n n e l s 7
P r o d u c t i o n
T y p e  of  l a b o u r 7
P r o c e s s e s  u s e d 7 7 7
A m o u n t  o f  R& D 7
C o r p o r a t e
M a n a g e m e n t j 7 7
' M o b i l i t y ' 7 7 7
T A B L E  6 : I D E A L  C R I T E R I A
A l t h o u g h  o b s e r v e r s  w e r e  a s k e d  to  r a n k  t h e  c r i t e r i a  in  
o r d e r  of  i m p o r t a n c e ,  i n s u f f i c i e n t  a g r e e m e n t  e x i s t e d  to  
e s t a b l i s h  a n  o r d e r  of  r a n k i n g  on c o n s e n s u s  i t e m s .
( K e n d a l l ' s  C o e f f i c i e n t  o f  C o n c o r d a n c e  W = 0. 44)
S E C T I O N  4 : BID
4 .  1
A l l  e x e c u t i v e s  a g r e e d  t h a t  i n  t h e  c a s e  of  e a c h  a c q u i s i t i o n ,  
n e g o t i a t i o n s  w e r e  c o n d u c t e d  d i r e c t l y  w i t h  t h e  d i r e c t o r s  of  t h e  
c o m p a n y  u n d e r  c o n s i d e r a t i o n .  In  s o m e  c a s e s  a  s m a l l  p a r t  
o f  a  g r o u p  w a s  a c q u i r e d  a n d  in  o t h e r s ,  t h e  a p p r o a c h  i t s e l f  h a d  
c o m e  f r o m  t h e  o t h e r  c o m p a n y .  T h e  t r a n s a c t i o n  w a s  a l w a y s  
a  c a s h  on e  - " i t  i s  c h e a p "  ( O b s e r v e r  1), " n o d b o d y  w a n t s  
N e w t o n  C h a m b e r s  s h a r e s "  ( O b s e r v e r  2), " t h e r e  w a s  t o o  m u c h  
c a s h  on  t h e  b a l a n c e  s h e e t "  ( O b s e r v e r  3).
4 .  2
T a b l e  7 s h o w s  t h e  p e r c e p t i o n  o f  o b s e r v e r s  t o  t h e  r e l a t i v e  c o s t  
of  t h e  a c q u i s i t i o n s .
O b s e r v e r  1 O b s e r v e r  2 O b s e r v e r  3 C o n s e n s u s
(= ! )
P r e m i u m  o v e r  p r e ­
b i d  p r i c e  ? ( w h e r e  
a p p r o p r i a t e )
NO * NO YES NO
P r e m i u m  o v e r  n e t  
a s s e t  v a l u e  ?
NO YE S YE S YES
R a i s e  m a x i m u m  
p r i c e  ?
N O * * NO D O N ' T
KN OW
NO
T A B L E  7 : R E L A T I V E  C O S T  O F  A C Q U I S I T I O N S
* e x c e p t  f o r  T h a w p i t
**  e x c e p t  f o r  R o s a  l e x
S E C T I O N  5 : P O S T - M E R G E R
5. 1
A s  d e s c r i b e d  in  s e c t i o n  3, o n e  o f  t h e  c r i t e r i a  u s e d  w h e n  e v a l u a t i n g  
a  c o m p a n y  w a s  t h e  p o s s i b i l i t y  o f  m o v i n g  t h e  w h o l e  b u s i n e s s  to  t h e  
c e n t r a l  s i t e .  In a l l  c a s e s  e x c e p t  o n e ,  t h a t  o f  R o s a l e x ,  t h i s  a c t i o n  
w a s  c a r r i e d  ou t ,  a n d  a l l  a s p e c t s  o f  t h e  b u s i n e s s  w e r e  t o t a l l y  
i n t e g r a t e d .  In  t h e  c a s e  of  R o s a l e x ,  t h e  a c t u a l  m o v e  w a s  c o n s i d e r e d  
t o o  e x p e n s i v e  - n e v e r t h e l e s s  a l l  m a r k e t i n g  a n d  c o n t r o l  a r e a s  a r e  
c e n t r e d  in  E c c l e s f i e l d .
5.  2
A s  t h e  r e a s o n  f o r  a c q u i s i t i o n  w a s  t o  a d d  n e w  p r o d u c t s  t o  t h e  l i n e ,  
n o  c h a n g e s  w e r e  m a d e  in  t h i s  a r e a .
5.  3
In a l l  c a s e s ,  t o p  m a n a g e m e n t  w a s  e l i m i n a t e d ,  a n d  m i d d l e  m a n a g e m e n t  
a b s o r b e d  a n d  r e - d i r e c t e d .
5 . 4
T o t a l  a g r e e m e n t  a l s o  e x i s t e d  a m o n g s t  o b s e r v e r s  w h e n  a s k e d  i f  t h e  
a c t i o n  p r e v i o u s l y  d e s c r i b e d  b y  t h e m  h a d  b e e n  p r e - p l a n n e d ,  t h e i r  
a n s w e r s  b e i n g  t h a t  t h i s  h a d  b e e n  t h e  c a s e  e a c h  t i m e .
5.  5
O b s e r v e r s  1 a n d  2, t h o s e  e x e c u t i v e s  d i r e c t l y  c o n c e r n e d  w i t h  t h e  
a c q u i s i t i o n s  d i s c u s s e d ,  c o n s i d e r e d  t h a t  p o s t - a c q u i s i t i o n  a c t i o n  
w a s  c o m p l e t e d  d u r i n g  t h e  t i m e  o r i g i n a l l y  p l a n n e d  - a l t h o u g h  
r e f i n e m e n t s  t o o k  l o n g e r  t h a n  e x p e c t e d  ( O b s e r v e r  1) . O b s e r v e r  
3 w a s  u n d e r  t h e  i m p r e s s i o n  t h a t  a  m u c h  l o n g e r  t i m e  p e r i o d  w a s  
n e e d e d .
W e r e  th e  a c q u i s i t i o n s  s u c c e s s f u l  ?
O b s e r v e r  1 - " Y e s ,  on  a l l  f i n a n c i a l  c r i t e r i a  u s e d ,
g r o w t h ,  p r o f i t s ,  r e t u r n  on  c a p i t a l  e m p l o y e d .  "
O b s e r v e r  2 - " Y e s ,  w e  m a d e  b r a s s .  "
v i z .
O b s e r v e r  3 - " M i x e d ,  w h e n  c o m p a r e d  w i t h  f i n a n c i a l  
c r i t e r i a  ; t w o  a b o v e ,  tw o  b e l o w .  "
B A C K G R O U N D
T h e  g r o u p  a c t i v i t i e s  a r e  d e v o t e d  t o  t h e  m a n u f a c t u r e  o f  c h e m i c a l  
p r o d u c t s  a n d  s p e c i a l i s e d  p r o c e s s e s ,  i n c l u d i n g  t i t a n i u m  d i o x i d e  
p i g m e n t s ,  h y d r o g e n  p e r o x i d e  a n d  p e r o x y g e n  p r o d u c t s ,  a n d  o t h e r  
i n d u s t r i a l  c h e m i c a l s .
T h e  a c t i v i t i e s  i n c l u d e  m i n i n g  a n d  q u a r r y i n g  s o m e  o f  t h e  r a w  
m a t e r i a l s  u s e d .
T h e  s u b j e c t  o f  t h i s  r e p o r t  i s  a n  a g r e e m e n t  d a t e d  J u n e  1970 ,  b e t w e e n  
L a p o r t e  I n d u s t r i e s  a n d  S o l v a y  e t  C i e  (S. A .  ) t o  m e r g e  t h e i r  p e r o x y g e n  
i n t e r e s t s .
O B S E R V E R S  I N T E R V IE W E D
O b s e r v e r P o s i t i o n N u m b e r  o f  Y e a r s
In J o b In C om pa ny-
1 J o i n t  M a n a g i n g  
D i r e c t o r
2 M a r k e t i n g  D i r e c t o r 12
3 J o i n t  M a n a g i n g  
D i r e c t o r
a 15
L A P O R T E  - F I N A N C IA L  ANALYSIS
"
1967 1968 1969 1970 1971
T u r n o v e r 33,  542 36,  693 4 2 ,  017 47 ,  227 46,  282
N e t  W o r t h 29,  315 30,  3 14 3 0 , 3 0 6 31,  762 31,  197
N e t  A s s e t s 40,  134 41 ,  809 50,  936 56,  862 61,  291
P B I T 4, 793 5, 352 5, 880 6, 161 4, 802
P A T 2, 501 2, 661 2, 750 2, 684 1, 948
N o .  E m p l o y e e s — — 6, 007 5, 757 5, 616
N o . S h a r e s 32,  150 32,  150 3 2 , 1 5 0 32,  150 32,  150
G r o s s  M a r g i n 14. 3 14 . 6 14.  0 13. 1 10. 4
N e t  M a r g i n 7.  5 7. 3 6. 5 5. 7 4.  2
R e t u r n  on  n e t  a s s e t s 1 1 . 9 12. 8 11. 5 10. 9 7. 8
R e t u r n  on  n e t  w o r t h 8. 5 8. 8 9. 1 8. 4 6. 2
A s s e t  T u r n o v e r 1. 14 1 . 22 1 . 4 0 1. 49 1 . 48
D i v i d e n d  C o v e r 1 . 2 1. 3 1 . 3 1. 2 1. 3
C u r r e n t  R a t i o 1. 9 1. 7 2 . 3 1. 9 2.  2
A c i d  T e s t 1. 1 1. 0 1 . 4 1. 1 1. 2
D e b t o r s  ( d a y s ) 81 102 109 102 107
G e a r i n g 20 .  4 19. 2 3 0 . 4 32 .  4 37 .  4
T u r n o v e r  p e r  
e m p l o y e e  ( £ )
— — 7, 000 8, 200 8, 250
E a r n i n g s  p e r  s h a r e  (p) 7.  6 8. 1 8 . 4 8. 2 5 . 9
N e t  a s s e t s  p e r  
s h a r e ( £ )
1. 25 1. 30 1. 57 1. 81 1 . 9 1
B R IT IS H  O XYGEN, L A P O R T E ,  I Z A L  - M A R K E T  P E R F O R M A N C E  (BO T 2 6 /4 )
1967 1968 1969 1970 1971
S I Z E R O I S I Z E R O I S I Z E R O I S I Z E R O I S I Z E R O I
A l b r i g h t  &: V / i l s o n 105.  9 6. 8 111. 9 6. 6 120.  5 5. 0 129.  0 5. 2 123.  9 5. 9
F i s o n s 78.  43 7. 2 8 6 .4 2 10. 9 82.  23 11. 3 88.  11 8. 0 90 .  09 15. 3
C o a l i t e 12. 68 2 6 .8 1 5 .7 4 30.  0 18. 80 37. 5 19. 87 35. 2 22 .  70 28 .  3
C r  o d a 17. 07 16.1 2 6 . 8 5 14. 7 28.  02 15.9 37.  26 16. 0 51.  16 1 5 . 2
B e r k 15. 94 7.3 1 7 .12 13.3 21.  35 13 .0 A A A A
H i c k s o n  & W e l c h — 2 0 .3 1 0 .2 0 18.3 14. 08 14.9 17. 01 15. 7 19. 18 1 8 . 4
M i d l a n d  Y o r k s h i r e  
T a r  D i s t i l l e r s
6 .3 4 10.3 12 .5 9 11.7 11. 26 11.1 11.  34 11. 5 11 .42 7. 8
C o a t e s  B r o t h e r s — 2 7 .3 1 6 .53 2 8 .2 18. 87 2 7 .0 2 2 .  82 26 .  1 25 .  7 27 .  1
A u l t  & W i b e r g — 15.7 10.81 15.9 12. 61 16.6 13 .18 13. 6 13. 19 15.  1
Y o r k s h i r e  D y e w a r e 4. 47 11 .9 4 .9 3 15.0 5. 83 14 .4 6 .3 8 15. 0 7. 98 20 .  6
C o o p e r .  M c D o u g a l l  
a n d  R o b e r t s o n
16 .02 3 0 .8 19.01 4 0 .0 2 2 .9 2 44 .5 2 4 .  85 42 .  5 A A
P h i l b l a c k 3 .49 2 0 .0 4 .11 2 6 .4 5 .3 4 3 3 .4 5. 09 21.  0 5. 39 14.  4
F l e m i n g ------------ 22.1 5 .7 8 2 0 .8 6 .00 2 0 .2 6. 71 17. 6 7. 30 1 4 . 4
R e  v e r t e x 8 .4 4 19.8 9 .2 6 2 3 .5 12 .7 0 2 3 .8 16.  17 16. 2 17. 77 13. 0
N a t i o n a l  C a r b o n i s i n g 5 .52 9.7 5 .7 0 11 .8 6 .27 16.4 10. 76 27.  4 20 .  06 26 .  0
J  e y e s 7 .8 5 15.3 8 .6 9 2 3 .4 12.83 16 .3 15.  00 14. 1 17. 96 14. 9
S t u r g e 3 .4 0 19.3 3 .9 5 19 .0 4 .5 6 1 7 .4 4 .  56 8. 2 5. 31 15. 1
B u r r e l l ----- 13.8 3 .1 2 13.1 3 .45 13.2 3. 71 15. 8 3. 66 16.  0
H o l l i d a y ------------ 3 .4 3 .4 5 9 .0 3 .75 10 .0 3.  73 8. 6 4. 38 15.  1
S c o t t i s h  T a r 2. 56 9.3 2 . 9 0 14.7 3 .6 0 2 1 .4 3. 52 21.  3 NI NI
H o l t  P r o d u c t s 4.  26 3 1 .0 4 .5 1 2 9 .8 5.51 3 4 . 4 5.  51 25.  0 6. 06 22 .  0
A n c h o r  C h e m i c a l s 6 .6 0 2 0 .8 8 .1 7 22 .1 9 .21 1 3 .8 7.  38 10. 1 6. 18 15.  0
S i z e  q u o t e d  i n  £ ' 0 0 0 ,  000 
A = A c q u i r e d
NI = N o t  i s s u e d  a t  t i m e  of  d a t a  c o l l e c t i o n
L A P O R T E  - M A R K E T  ANALYSIS
S i z e  ( £ ' 0 0 0 , 0 0 0 )
S a m p l e
No.
M e d i a n M e a n S.  D. L a p o r t e S c o r e
1967 16 14. 45 18.  76 37.  6 33.  54 0. 39
1968 22 8. 43 17.  80 27.  5 36 .  69 0. 69
1969 22 11. 02 19.  53 28.  2 42 .  02 0. 80
1970 21 11.  34 2 0 .  59 31.  7 47 .  23 0. 84
1971 19
i
13. 19
I _____  .
2 4 . 2 3 31.  6 46 .  28 0. 76
R e t u r n  on C a p i t a l  (%)
S a m p l e
No.
M e d i a n M e a n S . D . L a p o r t e S c o r e
1967 22 15. 9 16.  6 7. 94 11.  9 - 0. 59
1968 22 17. 1 19.  0 8. 26 12.  8 - 0. 75
1969 22 16. 3 19.  6 10. 00 11.  5 - 0. 81
1970 21 15. 7 17.  8 9. 36 1 0 . 9 - 0. 74
1971 19 15. 1 16.  8 5. 90 7 . 8 - 1. 53
S E C T I O N  1 T R IG G E R
1 . 1
E x e c u t i v e s  d e s c r i b e d  t h e  s y s t e m  o f  p l a n n i n g  w h i c h  w a s  i n  o p e r a t i o n  
p r i o r  t o  t h e  m e r g e r  d i s c u s s e d ,  a s  b e i n g  a l m o s t  c o m p l e t e l y  f o r m a l  
a n d  r e g u l a r .
F  o r m a l i t y R e g u l a r i t y
O b j e c t i v e s  (-§) F o r m a l R e g u l a r
C o n s t r a i n t s  ( f ) F o r m a l R e g u l a r
S t r e n g t h s  a n d  
W e a k n e s s e s  (-§)
I n f o r m a l R e g u l a r
P r o d u c t /  M a r k e t  
S t r a t e g y  ( 3 / 3 )
F o r m a l R e g u l a r
C o n t r o l  S y s t e m s  ( 3 / 3 ) F o r m a l R e g u l a r
T A B L E  1 : P L A N N I N G  S Y S T E M  - C O N S E N S U S  A N S W E R S
N. B .  T h e  f i g u r e s  in  b r a c k e t s  i n d i c a t e  t h e  l e v e l  of  c o n s e n s u s .
T h e  l e v e l  o f  a g r e e m e n t  i s  h i g h e r  t h a n  t h a t  of  a n y  o t h e r  c o m p a n y  in  
t h e  s a m p l e .
1 . 2
B o t h  o b s e r v e r s  w h o  w e r e  d i r e c t l y  c o n c e r n e d  s t a t e d  t h a t  no  s p e c i f i c  
s i g n a l  h a d  s h o w n  t h e  n e e d  to  a c q u i r e  p r i o r  t o  t h e  S o l v a y  e t  C i e  
n e g o t i a t i o n s .  O b s e r v e r  3 e x p l a i n e d  h o w e v e r  t h a t  t h e  B o a r d  h a d  f o r  
s o m e  t i m e  b e e n  p r e - o c c u p i e d  w i t h  g r o w t h  by  d i v e r s i f i c a t i o n  r a t h e r  
t h a n  b y  i n t e n s i f i c a t i o n  ; t h i s  g r o w t h  t o  b e  o b t a i n e d  b y  a c q u i s i t i o n  - a n
i n c o r r e c t  s t r a t e g y  in  h i s  o p i n i o n .  T h e  o r i g i n a l  r e a s o n  f o r  t h e  
c o m p a n y  c o n s i d e r i n g  a n y  a r r a n g e m e n t  w i t h  S o l v a y  e t  C i e  w a s  a n  
a p p r o a c h  f r o m  t h e  c o m p a n y  i t s e l f .  T h e  f i r s t  p r o p o s i t i o n  c o n c e r n e d  
a  p o s s i b l e  j o i n t  d e v e l o p m e n t  of t h e  c h l o r i d e  p r o c e s s  f o r  d e v e l o p i n g  
t i t a n i u m  d i o x i d e .  T h i s  w a s  r e j e c t e d  b y  L a p o r t e ,  w h o  m a d e  a  
c o u n t e r  s u g g e s t i o n  c o n c e r n i n g  p e r o x y g e n .
In c o n t r a s t ,  o b s e r v e r  3 d e s c r i b e d  a n  i n c r e a s i n g  a w a r e n e s s  o f  t h e  
r e s t r i c t i v e  s i z e  of  U. K.  m a r k e t s  w h i c h  l e d  to  t h e  s e a r c h  f o r  s i m i l a r  
c o m p a n i e s  o v e r s e a s  - a  d i r e c t  r e s u l t  o f  t h e  p l a n n i n g  s y s t e m .
1. 3
W h e n  a s k e d  t o  d e s c r i b e  f a c t o r s  w h i c h  s h o u l d  h a v e  b e e n  r e c o g n i s e d  
a t  t h a t  t i m e  a s  s i g n a l l i n g  t h e  n e e d  t o  c o n s i d e r  a c q u i s i t i o n ,  e x e c u t i v e s  
d e s c r i b e d  a  n u m b e r ,  a l t h o u g h  t h e  l e v e l  o f  a g r e e m e n t  i s  l o w  - s e e  T a b l e  2.
O b s e r v e r  1 O b s e r v e r  2 O b s e r v e r  3 C o n s e n s u s
= ( ! )
F  i n a n c i a l
L i q u i d i t y 1
P / E  R a t i o 1
M a r k e t i n g
T y p e  of  P r o d u c t s 3
C h a n g i n g  M a r k e t s 2
No .  a n d  s i z e  of  c u s t o m e r s 2=
M a r k e t  s i z e 2= ■ 1
M a r k e t  S h a r e 2 =
P r o d u c t i o n
N o .  o f  r a w  m a t e r i a l  
s u p p l i e r s
3 4 2 =
T e c h n o l o g i c a l  s t r e n g t h 5
T A B L E  2 : R A N K IN G  O F  I D E A L  S I G N A L  F A C T O R S
It i s  i n t e r e s t i n g  to  n o t e  t h e  a w a r e n e s s  o f  a  d e p e n d e n c e  o n  r a w  m a t e r i a l  
s u p p l i e r s ,  p a r t i c u l a r l y  in  v i e w  o f  l a t e r  a c q u i s i t i o n  a n d  m e r g e r  d e c i s i o n s .
S E C T I O N  2 : E L IM IN A T IO N
2 . 1
C o n s i s t e n t  w i t h  h i s  a n s w e r s  in  t h e  p r e v i o u s  s e c t i o n ,  o b s e r v e r  2 
e x p l a i n e d  t h a t  t h e  s i g n a l  f o c u s s e d  a n  a c q u i s i t i o n  s e a r c h  u p o n  
o v e r s e a s  c o m p a n i e s  w h i c h  w e r e  t e c h n o l o g i c a l l y  a n d  m a r k e t  r e l a t e d .
2 . 2
A  c o m p l e t e  i n t e r n a l  c o m p a n y  a u d i t  w a s  m a d e  p r i o r  t o  t h e  f i n a l  
d e c i s i o n  t o  m e r g e .  T a b l e  3 s h o w s  t h e  e x t e n t  o f  a g r e e m e n t  a m o n g s t  
e x e c u t i v e s .  A l l  w e r e  of  t h e  o p i n i o n  t h a t  t h e  c o m p a n y  w a s  d e l i b e r a t e l y  
s e e k i n g  s y n e r g y  b o t h  i n  t h e  t e c h n o l o g i c a l  d e v e l o p m e n t  a n d  m a r k e t i n g  
a r e a s  w h e n  s u g g e s t i n g  a  m e r g i n g  o f  p e r o x y g e n  i n t e r e s t s  t o  t h e  
e x e c u t i v e s  of  S o l v a y  e t  C i e .
O b s e r v e r  1 O b s e r v e r  2 O b s e r v e r  3 C o n s e n s u s !
i
C o n s i d e r  C o n c e p t  o f  
t h e  B u s i n e s s  ?
Y E S NO YE S YE S
E v a l u a t e  C o m p a n y  
O b j e c t i v e s  ?
Y E S YE S YE S YES
E v a l u a t e  S t r e n g t h s  & 
W e a k n e s s e s  ?
Y E S YE S YE S YES
S e e k  S y n e r g y  ? Y E S YE S YE S YES
T A B L E  3 : C O M P A N Y  A U D I T  
2. 3
C o n c e p t  of  t h e  B u s i n e s s
A l t h o u g h  o b s e r v e r  2 p e r c e i v e d  t h a t  t h e  c o m p a n y  h a d  n o t  p r o b e d  t h i s  
q u e s t i o n  a t  t h e  t i m e  c o n s i d e r e d ,  h e  d i d  f e e l  t h a t  i t  w o u l d  h a v e  b e e n  a  
u s e f u l  e x e r c i s e .  T h e  r e s u l t a n t  e v a l u a t i o n  s h o u l d  h a v e  b e e n  a  " C h e m i c a l
C o m p a n y  " .  O b s e r v e r s  1 a n d  3 w e r e  n o t  in  a c c o r d  a s  t o  t h e  r e s u l t  
o f  t h e  e v a l u a t i o n  m a d e ,  a l t h o u g h  e a c h  v i e w e d  h i s  p e r c e p t i o n  to  b e  
c o r r e c t .  O b s e r v e r  1 d e s c r i b e d  t h e  C o m p a n y  a s  b e i n g  " I n t e r n a t i o n a l  
S p e c i a l i s t s "  a n d  o b s e r v e r  2 a s  b e i n g  a  " S p e c i a l i s e d  C h e m i c a l  C o m p a n y  
o f  m e d i u m  s i z e " .  In a l l  t h r e e  c a s e s ,  t h e  d e s c r i p t i o n  w o u l d  f i t  
L a p o r t e  p o s t - m e r g e r .
2 . 4
C o m p a n y  O b j e c t i v e s
T a b l e  4 s h o w s  t h o s e  a r e a s  i n  w h i c h  e x e c u t i v e s  p e r c e i v e d  p r i m e  
o b j e c t i v e s  t o  b e  s p e c i f i e d  a t  t h e  t i m e  of  t h e  m e r g e r .
O B J E C T I V E O b s e r v e r  1 O b s e r v e r  2 O b s e r v e r  3 C o n s e n s u s
F  i n a n c i a l
L i q u i d i t y 1
P r o f i t a b i l i t y 3 2 1 = V
P / E 1 =
G r o w t h 2
M a r k e t i n g
P e n e t r a t i o n 2 =
P r o d u c t  d e v e l o p m e n t 2 = 1 = 3 = J
M a r k e t  d e v e l o p m e n t 1 = 3 = J
C o r p o r a t e
" I n c r e a s e  c a l i b r e  of s t a f f "  
( P r o d u c t i v i t y )
3 =
T A B L E  4 :: A C T U A L  O B J E C T I V E S
T h e  c o n s e n s u s  i t e m s  of  ' p r o d u c t  d e v e l o p m e n t '  a n d  ' m a r k e t  d e v e l o p m e n t '  
a n d  t h e  p e n e t r a t i o n  o b j e c t i v e  q u o t e d  b y  o b s e r v e r  1, a r e  i n c o n s i s t e n t  w i t h  
t h e  v i e w  of  b o t h  o b s e r v e r s  1 a n d  3 t h a t  t h e  B o a r d  w a s  s e e k i n g  g r o w t h  by
d i v e r s i f i c a t i o n ,  b u t  a r e  c o n s i s t e n t  w i t h  t h e  n e r g e r  w h i c h  t o o k  
p l a c e .
2.  5
A l t h o u g h  d i s a g r e e i n g  on  a c t u a l  o b j e c t i v e s ,  t h e  t w o  e x e c u t i v e s  
c o n c e r n e d  w i t h  t h e  n e g o t i a t i o n s  w e r e  s a t i s f i e d  w i t h  t h e i r  p e r c e p t i o n  
o f  t h e  s i t u a t i o n .  H o w e v e r ,  o b s e r v e r  3 w o u l d  a d d  s u b s t a n t i a l l y  to  
t h e  l i s t  of  s p e c i f i e d  o b j e c t i v e s ,  t h u s  i n c r e a s i n g  t h e  c o n s e n s u s  i t e m s ,  
a s  s h o w n  i n  T a b l e  5.
O B J E C T I V E O b s e r v e r  1 O b s e r v e r  2 O b s e r v e r  3
j...............  1
C o n s e n s u s
F i n a n c i a l
L i q u i d i t y 1 1 V
P r o f i t a b i l i t y 3 2 1 = V
P / E 1 =
G r o w t h 2
M a r k e t i n g
P e n e t r a t i o n 2 =
P r o d u c t  d e v e l o p m e n t 2 = 5 = 3 = n/
M a r k e t  d e v e l o p m e n t 5 = 3 = V
D i v e r s i f i c a t i o n 5 =
C o r p o r a t e
I n d u s t r i a l  r e l a t i o n s 3
C o m p a n y  I m a g e 6
P r o d u c t i v i t y 4 3 = x/
T A B L E  5 : I D E A L  O B J E C T I V E S  
2. 6
In  t h e  c a s e  o f  b o t h  a c t u a l  a n d  i d e a l  o b j e c t i v e s ,  i n s u f f i c i e n t  a g r e e m e n t  
e x i s t e d  a m o n g s t  e x e c u t i v e s  to  e s t a b l i s h  a n  o r d e r  of  r a n k i n g .
A c t u a l  o b j e c t i v e s  ; K e n d a l l s  c o e f f i c i e n t  of  c o n c o r d a n c e
= 0. 11, X 2 = 0. 66, 5% S L  = 5. 99
I d e a l  o b j e c t i v e s  ; K e n d a l l s  c o e f f i c i e n t  o f  c o n c o r d a n c e
= 0. 27, x 2 = 3. 24, 5% SL, = 9. 49 
2. 7
S t r e n g t h s  a n d  W e a k n e s s e s
S u b s t a n t i a l  d i s a g r e e m e n t  e x i s t e d  w h e n  e x e c u t i v e s  w e r e  a s k e d  to  
d e s c r i b e  t h e  r e s u l t s  of  t h e  s t r e n g t h s  a n d  w e a k n e s s  a n a l y s i s .  S e e  
T a b l e  6.
S T R E N G T H S W E A K N E S S E S
1 2 3 C o n s e n s u s 1 2 3 J  C o n s e n s u s
i
F i n a n c i a l
L i q u i d i t y s /
G e a r i n g s / V
S i z e  ( m e d i u m ) s j
M a r k e t i n g
T y p e s  o f  m a r k e t s V
S i z e  o f  m a r k e t s V
C h a n n e l s x/
P r o d u c t i o n
T e c h n o l o g y x/ V n/ 1
D i s t r i b u t i o n s f
C o r p o r a t e
M a n a g e m e n t x/ V \ / 2 n/ V v/
T A B L E  6 : C O M P A N Y  S T R E N G T H S  AND W E A K N E S SE S
It  i s  w o r t h  n o t i n g  t h a t  t h e  g e a r i n g  p o s i t i o n  o f  L a p o r t e  w a s  v i e w e d  by  
o b s e r v e r  1 a s  a  m a j o r  s t r e n g t h  a n d  b y  o b s e r v e r  2 a s  a  m a j o r  w e a k n e s s .
M a n a g e m e n t  e m b o d i e d  b o t h  m a j o r  s t r e n g t h s  a n d  w e a k n e s s  : t h i s  
p o i n t  i s  c l a r i f i e d  in  T a b l e  7,
S T R E N G T H W E A K N E S S
O b s e r v e r  1 
O b s e r v e r  2
M i d d l e  M a n a g e m e n t
No  b e a u r o c r a c y  - 
b e s t  a b i l i t i e s  w e r e  
u s e d
T o p  M a n a g e m e n t  - 
" t o o  p o l i t i c a l "
N e p o t i s m  i n  t o p  
m a n a g e m e n t
T A B L E  7 ; S T R E N G T H S  & W E A K N E S S E S  O F  M A N A G E M E N T
S E C T I O N  3 : C O N C E N T R A T I O N
3.  1
W h e n  a s k e d  w h i c h  a r e a s  w e r e  e x p l o r e d  in  d e t a i l  p r i o r  to  a  f i n a l  
d e c i s i o n  b e i n g  m a d e ,  t h e  t w o  e x e c u t i v e s  d i r e c t l y  c o n c e r n e d  w i t h  
n e g o t i a t i o n s  a g r e e d  on t h r e e .  T a b l e  8 i l l u s t r a t e s .
O b s e r v e r  1 O b s e r v e r  2 C o n s e n s u s
( = 2 / 2 )
F i n a n c i a l
E f f e c t  on  g e a r i n g 2
E f f e c t  on  P /  E 3 =
S i z e 2
Ma r k e t i n g
T y p e  of  P r o d u c t 1 = 1 = 7 i =
N e w  M a r k e t s 1 = 3 = 7  2
I m p a c t  on  c u s t o m e r s 3 =
P r o d u c t i o n
I m p a c t  on  o t h e r  c h e m i c  
c o m p a n i e s  r e .  r a w  
m a t e r i a l s
a l  1 = 1 = <
 
K—* II
T  e c h n o l o g i c a l  
s t r e n g t h
1 = 1 = 7 i =
T A B L E  8 : C R I T E R I A
T h e  g e a r i n g  c r i t e r i o n  w a s  c o n c e r n e d  w i t h  a  p o s s i b l e  l o a n  b y  S o l v a y  e t  C i e  
a s  p a r t  o f  t h e  d e a l .  A l t h o u g h  t h e r e  i s  d i s a g r e e m e n t  b e t w e e n  t h e  t w o  
o b s e r v e r s ,  t h e i r  a n s w e r s  on  a l l  t h e  p r e - m e r g e r  p r o c e d u r e  a r e  i n t e r n a l l y  
c o n s i s t e n t .
O b s e r v e r  2 w a s  u n a w a r e  of  t h e  s p e c i f i c  a r e a s  w h i c h  w e r e  
e x a m i n e d  b u t  w i t h  t h e  b e n e f i t  o f  h i n d s i g h t  w o u l d  c h o o s e  t h e  
t h r e e  c o n s e n s u s  i t e m s .  N e i t h e r  o f  t h e  o t h e r  tw o  e x e c u t i v e s  
w o u l d  c h a n g e  t h e  s i t u a t i o n .
S E C T I O N  4 : BID
4.  1
A s  d e s c r i b e d  p r e v i o u s l y ,  t h e  n e g o t i a t i o n s  w e r e  a  d i r e c t  r e s u l t  
o f  a n  a p p r o a c h  f r o m  S o l v a y  e t  C i e ,  a n d  w e r e  c o n d u c t e d  w i t h  
t h e  s e n i o r  e x e c u t i v e s  of  t h a t  c o m p a n y .  T h e  o n l y  e x c h a n g e  of  
c a s h  w h i c h  t o o k  p l a c e  w a s  i n  t h e  f o r m  of  a  £ 9 m  l o a n  b y  S o l v a y  
e t  C i e  to  L a p o r t e .  B o t h  e x e c u t i v e s  c o m m e n t e d  t h a t  a r r a n g e m e n t s  
b e c a m e  p r o t r a c t e d  b e c a u s e  o f  t h e  c o m p l i c a t e d  n a t u r e  o f  t h e  l e g a l  
r e q u i r e m e n t s .  O b s e r v e r  1 f e l t  t h a t  L a p o r t e  h a d  b e e n  h a m p e r e d  
b y  t h e  l a c k  of  a  c o m p e t e n t  f i n a n c i a l  e x e c u t i v e .
S E C T I O N  5 : P O S T - M E R G E R
5. 1
A l m o s t  c o m p l e t e  a g r e e m e n t  e x i s t e d  a m o n g s t  o b s e r v e r s  a s  to  t h e  
a c t i o n  t a k e n  p o s t  m e r g e r .  T h e  c o n s e n s u s  a n s w e r s  a r e  d e s c r i b e d  
b e l o w  :
A s s e t  S t r u c t u r e F o r  t a x a t i o n  r e a s o n s ,  i t  w a s  n e c e s s a r y  t o  
s e t  u p  s e p a r a t e  c o m p a n i e s  in  e a c h  c o u n t r y  
i n  w h i c h  t h e  g r o u p ,  I n t e r o x ,  w i s h e d  to  
o p e r a t e .
T h e s e  c o m p a n i e s  a r e  j o i n t l y  o w n e d  on  a  
5 0 / 5 0  b a s e  b y  L a p o r t e  a n d  S o l v a y  e t  C i e .  
P r i o r  t o  n e g o t i a t i o n s  r e a c h i n g  a  f a i r l y  
a d v a n c e d  s t a g e ,  n e i t h e r  o f  t h e  o b s e r v e r s  
i n v o l v e d  w e r e  a w a r e  o f  t h i s  r e q u i r e m e n t .  
O b s e r v e r  2 w a s  u n d e r  t h e  i m p r e s s i o n  t h a t  
t h i s  a c t i o n  h a d  b e e n  p l a n n e d  f r o m  t h e  s t a r t .
M a r k e t i n g T h e  s e l l i n g  f u n c t i o n  w a s  c e n t r a l i s e d  a n d  a  
c o - o r d i n a t i n g  g r o u p  s e t  u p .  T h e  m a r k e t  
d e v e l o p m e n t  a c t i v i t i e s  w e r e  c o m b i n e d .
P r o d u c t i o n  & D e v e l o p m e n t S t u d y  g r o u p s  w e r e  s e t  u p  w i t h i n  p l a n t s  w i t h  
t h e  o b j e c t i v e  of  m e r g i n g  t h e  b e s t  t e c h n o l o g y  
o f  b o t h  c o m p a n i e s .  S o m e  n e w  p l a n t s  a r e  i n  
t h e  p r o c e s s  of  b e i n g  b u i l t ,  b u t  o t h e r w i s e  
f a c i l i t i e s  h a v e  b e e n  l e f t  a l o n e .
C o r p o r a t e T h e r e  w a s  no  c h a n g e  i n  t h e  m a n a g e m e n t  o f  
p l a n t s .  T h e  c o m b i n e d  o p e r a t i o n s  w e r e  
n a m e d  I n t e r o x .
O r g a n i s a t i o n  T h e  o r g a n i s a t i o n  s t r u c t u r e  i n  e a c h  p l a n t
w a s  l e f t  i n t a c t  a n d  c o - o r d i n a t i n g  g r o u p s  
w e r e  s e t  u p  i n  t h e  f i e l d s  o f  P r o d u c t i o n ,
R  &: D,  F i n a n c e  a n d  M a r k e t i n g .
C o n t r o l  S y s t e m s  B o t h  o b s e r v e r s  2 a n d  3 e x p l a i n e d  t h a t  t h e
i n f o r m a t i o n  s y s t e m  u s e d  b y  S o l v a y  e t  C i e  
w a s  n o t  a s  g o o d  a s  t h a t  u s e d  b y  L a p o r t e .  
A n  a t t e m p t  h a s  b e e n  m a d e  t o  s e t  u p  
c o m p a r a b l e  d a t a  a n d  a c c o u n t i n g  s y s t e m s ,  
b o t h  f o r  m a n a g e m e n t  c o n t r o l  p u r p o s e s  a n d  
f o r  t h e  p u r p o s e  o f  c o n s o l i d a t e d  b a l a n c e  
s h e e t s .  A l t h o u g h  t h i s  a c t i o n  h a d  b e e n  
p l a n n e d ,  t h e  c o - o r d i n a t i n g  g r o u p  h a s  
e n c o u n t e r e d  m o r e  d i f f i c u l t i e s  t h a n  
a n t i c i p a t e d .
T h e  a c t i o n  t a k e n  in  t h e  a r e a s  o f  p r o d u c t i o n ,  m a r k e t i n g ,  c o r p o r a t e  a n d  
o r g a n i s a t i o n  w a s  p r e - p l a n n e d  a n d  i n  t h e  o p i n i o n  o f  a l l  e x e c u t i v e s  i n t e r ­
v i e w e d ,  w a s  c o r r e c t .
5 . 2
A l l  e x e c u t i v e s  a g r e e d  t h a t  t h e  r e - o r g a n i s a t i o n  t o o k  a p p r o x i m a t e l y  t w o  
y e a r s  a n d  i n  t h e  o p i n i o n  o f  o b s e r v e r  1, w a s  on  s c h e d u l e .  O b s e r v e r s  2 a n d  
3 w e r e  of t h e  o p i n i o n  t h a t  i t  t o o k  9 m o n t h s  l o n g e r  t h a n  a n t i c i p a t e d .
5. 3
A l l  w e r e  i n  a g r e e m e n t  t h a t  t h e  m e r g e r  h a d  b e e n  s u c c e s s f u l ,  b u t  d i f f e r e d  
i n  t h e i r  r e a s o n s  a s  s h o w n  b e l o w  :
O b s e r v e r  1 ; " N o  r e a s o n  to  s a y  o t h e r w i s e .  11
O b s e r v e r  2 : " W e  d i d ' n t  s u f f e r  a n y  d i s a d v a n t a g e "
O b s e r v e r  3 ; " H a d  w e  n o t  d o n e  i t ,  w e  w o u l d  h a v e  b e e n  i n  m o r e
t r o u b l e  t h a n  w e  a r e .  "
B A C K G R O U N D
T h e  G r o u p  d i s t r i b u t e s  n e w  a n d  s e c o n d - h a n d  c a r ,  c o m m e r c i a l  
v e h i c l e s  a n d  t r a c t o r s ,  t h r o u g h  d e p o t s  s i t u a t e d  in  t h e  M i d l a n d s  
E a s t  A n g l i a ,  L o n d o n  a n d  t h e  S o u t h  a n d  M a n c h e s t e r .  A  s m a l l  
p a r t  o f  t h e  g r o u p  (3% of  t h e  1 9 7 0 / 7 1  t u r n o v e r  a n d  6% of  p r o f i t s )  
i s  c o n c e r n e d  w i t h  e l e c t r i c a l  c o n t r a c t i n g  a n d  m a k i n g  s c h o o l  
a n d  o f f i c e  f u r n i t u r e .
T h e  i n t e r v i e w s  c o v e r  a  s e r i e s  o f  s m a l l  a c q u i s i t i o n s  m a d e  d u r i n g  
t h e  y e a r s  1966 - 1972 .
O B S E R V E R S  I N T E R V I E W E D
O b s e r v e r P o s i t i o n No.  of  Y e a r s
In J o b In  Com pany-
1 F i n a n c i a l  D i r e c t o r 1 . 5 14
2 C h i e f  E x e c u t i v e 0. 5 22
M A N N - E G E R T O N  - F IN A N C IA L  P E R F O R M A N C E
(000) 1967 1968 1969 1970 1971
T u r n o v e r 25,  525 33,  500 47 ,  800 51,  500 57, 630
N e t  W o r t h 3 , 4 9 8 4, 331 6, 777 6, 956 7, 256
N e t  A s s e t s 5, 446 6 , 9 9 5 10, 836 10, 882 10, 967
P B I T 773 9 66 1, 326 1, 385 1, 632
P A T 330 388 471 536 795
N o.  E m p l o y e e s — 3, 551 — 4, 625 4,  537
N o .  S h a r e s  ( ' 0 0 0 ) 4, 212 5, 056 7 , 2 6 4 7, 2 6 4 7, 264
G r o s s  M a r g i n 3. 4 2. 9 2. 8 2. 7 2.  8
N e t  M a r g i n 1. 3 1. 16 0. 96 1. 04 1. 38
R e t u r n  on  n e t  a s s e t s 14. 2 13. 8 12. 3 12.  7 14. 9
R e t u r n  on  n e t  w o r t h 9. 5 9. 0 7. 0 7.  7 10. 9
A s s e t  T u r n o v e r 7. 3 7. 7 7. 1 7. 4 7.  9
D i v i d e n d  C o v e r 1. 82 1. 89 1 . 4 8 1. 55 1 . 9 5
C u r r e n t  R a t i o 1. 39 1. 74 1 . 5 3 1. 63 1. 56
A c i d  T e s t 0. 51 0. 73 0. 57 0. 65 0. 62
D e b t o r s  ( d a y s ) 23 23 2 6 .  5 24 .  5 27
G e a r i n g 35.  8 38.  0 37 .  4 36.  2 34.  8
C o s t  of  c a p i t a l  (%) 4. 2 4. 3 4.  6 4.  9 4. 4
T u r n o v e r /  E m p l o y e e  
( £ )
— 9 , 4 5 0 — 11, 100 12, 700
E a r n i n g s  p e r  s h a r e  
(p)
7. '  8 7. 7 6. 5 7. 4 10. 9
N e t  a s s e t s  p e r  s h a r e  
( £ )
1. 30 1. 39 1. 50 1. 50 1. 51
M A N N  - E G E R T O N M A R K E T  ANALYSIS (SIC 894 B O T 8 8 / 5 )
1967 1968 1969 1970 197 I
S I Z E R O I S I Z E R O I S I Z E R O I S I Z E R O I S I Z E R O I
K e n n i n g  M o t o r 63. 79 7. 5 72. 75 10. 4 75. 02 9 . 8 8 0 . 4 8 9 . 4 91.  06 9. 8
H e n l e y s 39. 51 12. 4 55. 96 17. 2 69. 63 12.  1 73 .  47 9. 1 90 .  92 11. 6
B r i s t o l  S t r e e t  G r o u p 26. 4 9. 3 30. 5 7. 6 31. 0 7. 2 35 .  5 10. 7 50 .  20 9. 8
L e x  S e r v i c e  G r o u p 25. 54 15. 1 32. 61 14. 7 45 . 18 13. 3 85 .  02 12. 8 1 1 1 .3 2 14. 0
W a d h a m  S t r i n g e r NQ NQ NQ NQ 25. 90 8 . 4 28 .  24 10. 6 36 .  14 13. 6
D a v i s  ( G o d f r e y ) 10. 48 9. 9 11. 52 11. 4 11. 72 13.  0 1 2 . 4 5 13.  6 14. 94 12. 2
S t e e l s  G a r a g e s 21 . 13 9. 8 28 . 12 13. 2 A A A A A A
A p p l e y a r d  G r o u p 12. 95 9. 0 14. 94 9. 8 25. 41 8. 7 29 .  84 10. 5 38.  85 11. 4
C a f f y n s 11. 42 11. 8 12. 67 14. 2 12. 66 13. 0 1 3 . 4 8 9. 7 15.  36 13. 5
H a n g e r  I n v e s t m e n t s 7. 42 12. 5 9. 35 9. 7 11. 28 L o s  s 1 0 . 4 2 8. 5 10. 69 8. 0
B r a i d  G r o u p 9. 80 10. 9 10. 20 13. 5 11. 00 11. 2 10. 70 12. 2 13.  75 14. 2
W e s t e r n  M o t o r 4. 99 6. 03 13. 5 7. 55 9 . 4 8. 65 8. 1 N I NI
H o l l i n g d r a k e  M o t o r 11. 2 12. 90 14. 9 13. 20 8 . 4 13. 26 1 1 . 4 17.  71 20. 6
K i n g s  M o t o r 4. 32 L o s s 4. 58 5. 9 4. 08 L o s s A A A A
T h o m p s o n  - R e i d 10. 0 12. 2 7. 05 1 4 . 3 8. 1 14. 4 — 12. 4
G o d f r e y s 4. 39 6. 3 5. 08 16. 0 4. 98 15.  5 6. 38 2 5 .6 7. 82 25. 8
G l a n f i e l d -  L a w r e n c e 4. 12 5. 3 4. 55 8. 5 4. 42 5. 1 4.  46 6. 8 5. 53 9. 3
J e s s u p s  ( H o l d i n g s ) 2. 99 16. 8 4. 18 21. 6 4. 21 7 . 9 3. 98 11. 0 6. 62 17. 3
C a m d e n  G r o u p 14. 2 3. 64 10. 9 3. 61 19. 0 4.  60 25 .  0 5. 16 26 . 2
I n b u c o n 3. 19 34. 3 3. 42 29. 9 A A A A A A
M a n n -  O v e r t o n 20. 9 2. 23 20. 4 2. 24 2 0 .  6 2. 78 22 .  9 3. 95 24. 7
M a s o n  ( F r a n k ) 6. 5 4. 5 1. 69 4 .  3 1. 65 5. 6 1. 64 5. 7
A R V  H o l d i n g s 3. 32 1. 9 3. 35 5. 1 3. 19 4 . 5 A A A A
W o o d w a r d  (H) 2. 75 21. 8 3. 30 25. 6 3. 62 25 .  5 4.  71 3 3 .8 4. 03 21., 9
T a t e  of  L e e d s 4. 56 15. 6 5. 39 11. 1 5. 70 2 . 9 6. 01 8. 1 5. 70 7., 4
C l a r k e ( G e o r g e ) M o t o r : 13. 4 1. 80 21. 4 1. 49 15.  3 1. 70 14. 4 1. 99 11,. 8
Y o u n g  (H) M o t o r s 3. 2 4 14. 1 3. 43 16. 6 3. 45 16.  3 4.  14 11. 7 3. 72 7.. 5
K i r b y s 4. 21 Lo:3 S 3. 78 19. 0 3. 24 L o s s 3. 54 L o s s NI NI
M a n c h e s t e r  G a r a g e s 4. 49 4. 70 9. 3 4. 26 L o s s 4.  22 25 .  0 NI N I
A = A c q u i r e d  NI  = N o t  i s s u e d  a t  t i m e  o f  d a t a  c o l l e c t i o n
NQ = N o t  q u o t e d
M AN N  - E G E R T O N  - M A R K E T  C O M P A R IS O N
S i z e  ( £  1000 ,  000)
S a m p l e
No .
M e d i a n M e a n S.  D. M a n n
E g e r t o n
S c o r e
1967 22 6. 21 12.  5 15.  0 25 .  5 0. 86
1968 26 5. 33 1 3 . 5 1 7 . 4 3 3 . 5 1. 15
1969 27 5. 70 1 4 . 7 19.  5 4 7 .  8 1. 70
1 970 25 8. 1 8 . 3 24 .  8 51 .  5 1. 33
1971 21 10. 69 25 .  6 33 .  0 57 .  6 0. 97
R e t u r n  o n  C a p i t a l  (%)
S a m p l e
No.
M e d i a n M e a n S.  D. M a n n
E g e r t o n
S c o r e
1967 26 11. 5 11.  5 7.  9 1 4 . 2 0. 34
1968 28 11. 25 13.  9 6. 0 1 3 . 8 - 0. 01
1969 27 9. 8 9 . 8 7. 4 12.  3 0. 34
1970 25 10. 6 1 3 . 2 5. 7 12.  7 - 0. 09
1971 22 12. 0 14.  0 6.  2 1 4 . 9 0. 14
S E C T IO N  1 - T R IG G E R
1. 1
L i t t l e  a g r e e m e n t  e x i s t e d  in  e x e c u t i v e ' s  p e r c e p t i o n  o f  t h e  t y p e  of  
p l a n n i n g  s y s t e m  in  o p e r a t i o n  d u r in g  t h e  p e r i o d  u n d e r  d i s c u s s i o n .  
T a b l e  1 s h o w s  t h e  a n s w e r s  o f  t h e  tw o  o b s e r v e r s  :
A R E A O b s e r v e r  1 O b s e r v e r  2 C o n s e n s u s
O b j e c t i v e s No s y s t e m F  o r m a l X
R e g u l a r X
C o n s t r a i n t s F  o r m a l N o s y s t e m X
I r r e g u l a r X
S t r e n g t h s  a n d F o r m a l F  o r m a l V
W e a k n e s  s e s I r r e g u l a r R e g u l a r X
P r o d u c t /  M a r k e t F  o r m a l N o t X
S t r a t e g y I r r e g u l a r A p p l i c a b l e X
C o n t r o l  S y s t e m s F o r m a l F  o r m a l V
R e g u l a r R e g u l a r  
— ----------------------------------------------------
J
T A B L E  1 : P L A N N I N G  S Y S T E M
T h e  l a c k  o f  a g r e e m e n t  c o n t i n u e d  w h e n  e x e c u t i v e s  w e r e  a s k e d  to  
d e s c r i b e  t h e  o r i g i n a l  r e a s o n  f o r  t h e  c o m p a n y  c o n s i d e r i n g  g r o w t h  
b y  a c q u i s i t i o n .  O b s e r v e r  1 p e r c e i v e d  t h e  s i g n a l  to  b e  t h e  n e e d  
f o r  m o r e  g a r a g e s  o r  o u t l e t s ,  t h i s  b e i n g  t h e  r e s u l t  o f  t h e  p l a n n i n g  
s y s t e m  p r e v i o u s l y  d e s c r i b e d .  H o w e v e r ,  s p e c i f i c  a c q u i s i t i o n s  w e r e  
t h e  r e s u l t  o f  d i r e c t  s u g g e s t i o n s  f r o m  t h e  m o t o r  m a n u f a c t u r e r s ,  w h o  
g r a n t e d  t h e  f r a n c h i s e ,  o r  f r o m  g a r a g e  o w n e r s  w h o  w i s h e d  t o  be  
a c q u i r e d .
In d i r e c t  c o n t r a s t ,  o b s e r v e r  2 c o n s i d e r e d  t h e  m o v e s  to  b e  d e f e n s i v e  
r a t h e r  t h a n  o f f e n s i v e  - t h e  f a c t o r  w h i c h  s i g n a l l e d  t h e  n e e d  t o  a c q u i r e  
b e i n g  t h e  s i z e  a n d  g r o w t h  r a t e  o f  t h e  c o m p a n y  r e l a t i v e  t o  t h e  s i z e  of  
t h e  m a r k e t  in  w h i c h  i t  w a s  o p e r a t i n g  : t h i s  e v a l u a t i o n  d i d  n o t  e m a n a t e  
f r o m  t h e  p l a n n i n g  s y s t e m  d e s c r i b e d .
1. 3
T a b l e  2 s h o w s  t h e  f a c t o r s  w h i c h  w i t h  t h e  b e n e f i t  o f  h i n d s i g h t ,  o b s e r v e r s  
c o n s i d e r e d  w e r e  i m p o r t a n t  a s  a  s i g n a l  f o r  t h e  n e e d  to  a c q u i r e .
F A C T O R O b s e r v e r  1 O b s e r v e r  2
P / E  R a t i o 1
M a r k e t  S h a r e 1
D i s t r i b u t i o n  c h a n n e l s 2
T A B L E  2 : RANKING O F  I D E A L  S IG N A L F A C T O R S
Tw o p o in t s  a r e  w o r t h  no t ing
(1) T h e  e x e c u t i v e  w h o  c o n s i d e r e d  t h e  P / E  R a t i o  t o  be  
o f  p r i m e  i m p o r t a n c e  w a s  t h e  F i n a n c i a l  D i r e c t o r .
(2)  O b s e r v e r  2 c o m m e n t e d  t h a t  t h e  c o m p a n y ' s  " t h o u g h t s  
w e r e  n o t  a s  s o p h i s t i c a t e d  a s  t h e  s t o c k  m a r k e t .  "
)
S E C T I O N  2 : E L IM IN A T IO N
2 . 1
B o t h  o b s e r v e r s  p r e v i o u s l y  d e s c r i b e d  s i g n a l s  in  t h e  m a r k e t i n g  
a r e a  r e l a t e d  to  t h e  n e e d  f o r  g r o w t h  \  a n d  t h e s e  w e r e  s e e n  t o  
p o i n t  d i r e c t l y  to  a  s p e c i f i c  t y p e  o f  c o m p a n y ,  v i z .  M o t o r / G a r a g e  
T r a d e .  On o t h e r  w o r d s ,  c o m p a n i e s  w h i c h  w e r e  r e l a t e d  in  t h e  
m a r k e t i n g  f i e l d .
2 . 2
T a b l e  3 s h o w s  t h e  e x t e n t  o f  i n t e r n a l  c o m p a n y  a u d i t  p r i o r  t o  a  
f i n a l  d e c i s i o n .
O b s e r v e r  1 O b s e r v e r  2 C o n s e n s u s
1 C o n s i d e r  c o n c e p t  of  
B u s i n e s s  ?
YES YES YES
2 R e - a s s e s s  C o m p a n y  
O b j e c t i v e s  ?
NO Y E S N o  c o n s e n s u s
3 E v a l u a t e  s t r e n g t h s  
a n d  w e a k n e s s e s  ?
YE S Y E S YES
4 S e e k  s y n e r g y  ? NO N O N O
T A B L E  3 : C O M P A N Y  AUDIT
2. 3
C o n c e p t  of  t h e  B u s i n e s s
T h e  c o n c e p t  o f  t h e  B u s i n e s s  w a s  e v a l u a t e d  a s  
" s e l l i n g  a n d  m e n d i n g  c a r s  - w e  a r e  d e a l e r s .  " 
In t h e  v i e w  of  b o t h  e x e c u t i v e s ,  t h i s  w a s  a  
c o r r e c t  e v a l u a t i o n .
2 . 4
C o m p a n y  O b j e c t i v e s
O b s e r v e r  1 p e r c e i v e d  n o  o b j e c t i v e s  t o  e x i s t  
d u r i n g  t h e  y e a r s  u n d e r  d i s c u s s i o n ,  w h i l s t  
o b s e r v e r  2 p e r c e i v e d  t h e m  t o  b e  s p e c i f i e d  in  
o n e  a r e a  - t h a t  o f  p r o f i t a b i l i t y .  H o w e v e r ,  
b o t h  o b s e r v e r s  w e r e  d i s s a t i s f i e d  w i t h  t h i s  
p o s i t i o n  a n d  w o u l d  h a v e  i d e n t i f i e d  t h e  
o b j e c t i v e s  s h o w n  in  T a b l e  4.
O B J E C T I V E O b s e r v e r  1 O b s e r v e r  2 C o n s e n s u s
P r o f i t a b i l i t y 2 1 7
P / E 1 X
P r o d u c t  D e v e l o p m e n t 2 X
C o m p a n y  I m a g e 3 X
T A B L E  4 ; RANKING O F  I D E A L  O B J E C T I V E S
T h e  r e p l i e s  of  b o t h  o b s e r v e r s  w i t h  r e l a t i o n  t o  P / E  r a t i o  a r e  
c o n s i s t e n t  w i t h  t h e  p r e v i o u s  r e p l i e s  s e e n  in  S e c t i o n  O n e .
T h e  o b j e c t i v e  of  ' p r o d u c t  d e v e l o p m e n t '  r e f e r r e d  p a r t i c u l a r l y  
to  t h e  n e e d  t o  i n t r o d u c e  m o r e  " s t a b i l i t y "  i n t o  t h e  b u s i n e s s  by  
d e v e l o p i n g  a  " b e t t e r  r e p a i r  s y s t e m .  "
2.  5
S t r e n g t h s  a n d  W e a k n e s s e s
C o n s i s t e n t  w i t h  t h e i r  a n s w e r s  in  S e c t i o n  O ne  
o n  t h e  t y p e  o f  p l a n n i n g  s y s t e m  in  o p e r a t i o n ,  
b o t h  o b s e r v e r s  a g r e e d  t h a t  a  s t r e n g t h s  a n d  
w e a k n e s s  a n a l y s i s  h a d  b e e n  c a r r i e d  o u t  p r i o r  
t o  e a c h  a c q u i s i t i o n .  T h e  r e s u l t a n t  a n a l y s i s  
h a d  n o t  v a r i e d  o v e r  t i m e .  H o w e v e r ,  t h e r e  
w a s  l i t t l e  a g r e e m e n t  a s  t o  t h e  n a t u r e  o f  t h e  
a n a l y s i s  : t h i s  i s  s h o w n  in  T a b l e  5.
S T R E N G T H S W E A K N E S S E S
1 2 C o n s e n s u s 1 2 C o n s e n s u s
F i n a n c i a l
P r o f i t a b i l i t y 1 = CO
P / E 1 = 3 7 Idcn
M a r k e t i n g
M a r k e t s 1 =
£
H
w
D i s t r i b u t i o n  c h a n n e l s 1 = £o
C o r p o r a t e o
M a n a g e m e n t 1 = 1 V 1 o
I m a g e 2 £
C o n t r o l  S y s t e m s 2
T A B L E  5 : RANKING O F  S T R E N G T H S  AND W EA K N E S SE S
A  n u m b e r  of  p o in t s  r e q u i r e  c o m m e n t
(1)  T h e  w e a k n e s s  o f  ' d i s t r i b u t i o n  c h a n n e l s '  w a s
p e r c e i v e d  b y  o b s e r v e r  1 t o  b e  " t o o  m a n y  s m a l l  
d e p o t s " ,  h i s  o b s e r v a t i o n  b e i n g  c o n s i s t e n t  w i t h  
h i s  p e r c e p t i o n  o f  s i g n a l s  f o r  a c q u i s i t i o n .
(2)  T h e  ' c o m p a n y  i m a g e '  w a s  s e e n  b y  o b s e r v e r  1
a s  " e s t a b l i s h m e n t ,  t r a d i t i o n ,  d i s c i p l i n e .  "
(3)  T h e  w e a k n e s s  o f  ' m a r k e t s '  w a s  d e s c r i b e d  b y
o b s e r v e r  1 to  b e  t h e  " v u l n e r a b i l i t y  o f  t h e  
f r a n c h i s e  b u s i n e s s .  "
(4)  O b s e r v e r  4 d e s c r i b e d  m a n a g e m e n t  d u r i n g  t h e  
a c q u i s i t i o n  p e r i o d  t o  be  :
( i )  a  s t r e n g t h  - f i r m  l e a d e r s h i p
( i i )  a  w e a k n e s s  - t h e r e  w a s  a n  e x c e s s  of
" m i n i - t y c o o n e r y " .
2 . 6
A l t h o u g h ,  s u b s t a n t i a l  d i s a g r e e m e n t  e x i s t e d ,  o b s e r v e r s  w o u l d  n o t  
c h a n g e  t h e i r  e v a l u a t i o n  w i t h  t h e  b e n e f i t  o f  h i n d s i g h t .
S E C T I O N  3 : C O N C E N T R A T IO N
3. 1
B o t h  o b s e r v e r s  a g r e e d  t h a t  f o r m a l  c r i t e r i a  w e r e  s e t  u p  p r i o r  
t o  a  f i n a l  d e c i s i o n .  T a b l e  6 i l l u s t r a t e s  :
C R I T E R I A O b s e r v e r  1 O b s e r v e r  2 C o n s e n s u s
F  i n a n c i a l
E f f e c t  on p r o f i t a b i l i t y 7 1 = 7 l 7 i
E f f e c t  on  P / E 7 1=
S i z e 7 1=
M a r k e t i n g
D i s t r i b u t i o n  C h a n n e l s 7 3 = 7 3 7  3
( l o c a t i o n )
C o r p o r a t e
M a n a g e m e n t 7  2 7  2 7  2
1 A t t r a c t i v e n e s  s ' 7 4
T A B L E  6 : R A N K IN G  O F  C R I T E R I A
3. 2
T h e  c r i t e r i a  of  e f f e c t  on  p r o f i t a b i l i t y ,  a n d  l o c a t i o n  o f  d i s t r i b u t i o n  
c h a n n e l s ,  a g r e e d  by  b o t h  o b s e r v e r s ,  a r e  c o n s i s t e n t  w i t h  t h e i r  a n s w e r s  
i n  t h e  t w o  p r e v i o u s  s e c t i o n s .
3. 3
T h e  c r i t e r i o n  of  m a n a g e m e n t  i s  o n e  o f  a b i l i t y  a n d  c o m p a t i b i l i t y  w i t h  
t h e  p a r e n t  c o m p a n y ,  c o m b i n e d  w i t h  t h e  p r a c t i c a b i l i t y  of  m a n a g e m e n t  
s u b s t i t u t i o n .
S E C T I O N  4 : BID
4. 1
C o m p l e t e  a g r e e m e n t  e x i s t e d  on t h e  p r o c e d u r e  a d o p t e d  i n  a l m o s t  
a l l  c a s e s .  A s  p r e v i o u s l y  e x p l a i n e d ,  a n  a p p r o a c h  n o r m a l l y  c a m e  
f r o m  t h e  o w n e r  o r  t h e  m o t o r  m a n u f a c t u r e r  h o l d i n g  t h e  f r a n c h i s e .  
N e g o t i a t i o n s  w e r e  n o r m a l l y  c o n d u c t e d  w i t h  t h e  o w n e r  o r  c h a i r m a n  
( " W e  a l w a y s  go  d i r e c t ,  w e  a r e  t r a d i t i o n a l l y  d e a l e r s "  - o b s e r v e r  2)
4.  2
S m a l l  c o m p a n i e s  w e r e  a c q u i r e d  f o r  c a s h  w h i l s t  s h a r e s  a n d  l o a n  
s t o c k  w e r e  u s e d  in  t h e  a c q u i s i t i o n  of  t h e  l a r g e r  o n e s .
4.  3
It w a s  r a r e l y  n e c e s s a r y  t o  p a y  a  p r e m i u m  o v e r  n e t  a s s e t  v a l u e .
4.  4
T h e  p r i c e  p a i d  n e v e r  e x c e e d e d  t h e  m a x i m u m  p r i c e  s e t  b y  t h e  
c o m p a n y  p r i o r  t o  n e g o t i a t i o n s .
S E C T I O N  5 : P O S T - M E R G E R
5. 1
S u b s t a n t i a l  a g r e e m e n t  a l s o  e x i s t e d  a s  to  t h e  a c t i o n  n o r m a l l y  
t a k e n  p o s t - a c q u i s i t i o n .  T h e  a n s w e r s  a r e  s h o w n  b e l o w  :
(a)  A s s e t  S t r u c t u r e  : T h e  a s s e t s  w e r e  s o l d  t o  t h e  H o l d i n g  
C o m p a n y .  It  w a s  n o t  p o s s i b l e  t o  t a k e  
a n y  o t h e r  a c t i o n  b e c a u s e  o f  t h e  
f r a n c h i s e s  h e l d  b y  t h e  m o t o r  m a n u f a c t ­
u r e r s .
(b) M a r k e t i n g T h e  c h a n g e s  m a d e  h e r e  w e r e  m o r e  in  
t h e  a r e a  of  s a l e s  t e c h n i q u e  a n d  s h o w ­
r o o m  d i s c i p l i n e .  T h e  o b j e c t i v e  b e i n g  
t o  i m p o s e  a  c o r p o r a t e  i m a g e  of  q u a l i t y  
a n d  u n i f o r m i t y  t h r o u g h o u t  t h e  o r g a n ­
i s a t i o n .
(c)  P r o d u c t s I t  w a s  no t  p o s s i b l e  t o  m a k e  c h a n g e s  d u e  
t o  t h e  l i m i t a t i o n s  o f  t h e  f r a n c h i s e s .  
H o w e v e r ,  o b s e r v e r  2 e x p l a i n e d  t h a t  i t  
w a s  u s u a l l y  n e c e s s a r y  t o  p u t  m o n e y  i n t o  
n e w  a c q u i s i t i o n s  i n  t w o  a r e a s  - u s e d  c a r s  
a n d  n e w  e q u i p m e n t  f o r  t h e  s h o w r o o m  a n d  
w o r k s h o p .
(d) C o r p o r a t e T h e  t o p  m a n a g e m e n t  o f  t h e  a c q u i r e d  
c o m p a n y  w a s  u s u a l l y  r e p l a c e d .
(e)  O r g a n i s a t i o n T h e  s e a t  of  p o w e r  w a s  m o v e d  t o  G r o u p  
H e a d q u a r t e r s  in  N o r w i c h  a n d  t h e  m a n a g e r
r e t a i n e d  p o w e r  o v e r  l o c a l  m a t t e r s .
In  o t h e r  w o r d s ,  t h e  c o m p a n y  v/as  
a b s o r b e d  i n to  t h e  r e g i o n a l  s t r u c t u r e .
(f) C o n t r o l  S y s t e m s  : T h e  G r o u p  a c c o u n t i n g  a n d  r e p o r t i n g
m e t h o d s  w e r e  i n t r o d u c e d .
5. 2
W h e n  g i v e n  t h e  o p p o r t u n i t y  t o  r e c o m m e n d  c h a n g e ,  w i t h  t h e  b e n e f i t  of  
h i n d s i g h t ,  o b s e r v e r  1 w a s  s a t i s f i e d  w i t h  t h e  e x i s t i n g  p r o c e d u r e .  O b s e r v e r  
2 w o u l d  c h a n g e  t h e  a p p r o a c h  - " b e  m u c h  m o r e  s p e c i f i c  a n d  f a c t u a l  p r i o r  
t o  a n y  a c t i o n ,  p a r t i c u l a r l y  t o w a r d s  e x i s t i n g  m a n a g e m e n t .  A s s e s s m e n t s  
h a d  t e n d e d  t o  be  e m o t i v e  r a t h e r  t h a n  a n a l y t i c a l ,  a n d  w e  u n d e r - e s t i m a t e d  
r e s o u r c e s  n e e d e d .
5. 3
A l l  a c t i o n  d e s c r i b e d ,  e x c e p t  t h e  n e e d  to  r e p l a c e  t o p  m a n a g e m e n t ,  w a s  
a g r e e d  b y  b o t h  o b s e r v e r s  to  h a v e  b e e n  p l a n n e d  p r i o r  t o  a c q u i s i t i o n .
5 . 4
O b s e r v e r s  w e r e  n o t  in  a g r e e m e n t  on  t h e  a m o u n t  o f  t i m e  t a k e n  t o  c o m p l e t e  
p l a n n e d  a c t i o n .  O b s e r v e r  1 p e r c e i v e d  t h e  a c t i o n  t o  t a k e  l e s s  t i m e  t h a n  
a n t i c i p a t e d  a n d  o b s e r v e r  2 m o r e  t i m e .
5. 5
B o t h  w e r e  i n  a g r e e m e n t ,  h o w e v e r ,  t h a t  t h e  s e r i e s  o f  a c q u i s i t i o n s  h a d  
b e e n  s u c c e s s f u l ,  t h e i r  c r i t e r i a  b e i n g  a n  i n c r e a s e  i n  b o t h  n e t  p r o f i t  a n d  
e a r n i n g s  p e r  s h a r e .
Background
Marwin holdings was founded in 1957 by the present Chairman. The 
company manufactures a wide range of engineering tools and cuting 
tools. During 1971, the division of Marwin Machine Tools acquired 
a local company Ashwell and Nesbit, which comprised a foundry and 
and Machine Tool division. The acquisition is the subject of this 
report.
O B S E R V E R S  I N T E R V IE W E D
O B S E R V E R P O S I T I O N N U M B E R  O F  Y E A R S
In  J o b In C o m p a n y
1 I n d u s t r i a l  R e l a t i o n s 3 3
2 F i n a n c i a l  D i r e c t o r 8 8
3 C h a i r m a n 17 17
4 M a n a g i n g  D i r e c t o r  - 
M a r w i n  M a c h i n e  
T o o l s
4 2
KARWIN HOLDINGSr FINANCIAL ANALYSIS
(£'OOO) 1967 1963 1969 1970 1971
Turnover 1651 3627 4584 6164
Net Worth 560 576 1495 1673
Net Assets 360 776 1695 2691 N
PBIT 273 514 393 476 0
PAT 152 216 214 254 T
No. shares 210,000 233,330 233,330 233,330
i
Gross Margin 16.5 14.2 8.6 7.7 A
Net Margin 9.2 5.9 4.7 4.1 V
Return on Net Worth 42.0 37.4 14-3 15.2 A
Return on Net Assets 76.0 66.0 23.2 17.7 I
Asset Turnover 4.6 4.7 2.7 2.3 J j
A
Current Ratio 1.05 1.22 1.23 1.35 3
Acid Test 0.63 0.78 0.57 0.79 X
Debtors 152 149 142 182 1 E
Gearing 0
009C\J 11.8 37.0
Coverage - 22.2 10.5 3.3
Net Assets/share (£) 1.71 3.34 7.30 11.5
Earnings/share (£) 0.72 0.93 0.92 1.09
MARWIN MACHINE TOOLS:. FINANCIAL ANALYSIS
(£!000) 1967 1968 1969
j
1970 !
t
1971 *
Turnover NA NA 3105 4364 6048
PBIT 102 93 87 46 LOSS
PAT 64 53 52 29 LOSS
Pet Worth 105 168 220 250 71
Pet Assets 105 168 220 350 71
Gross Margin NA NA 2.8 1.05 LOSS
Net Margin NA NA 1.7 0.67 LOSS
Return on Pet Worth 61.0 31.0 23.6 11.6 LOSS
Return or Net Assets 97 .0 55.0 39.6 13.1 LOSS
Asset Turnover NA NA 14.0 12.5 56.78
Current Ratio 1.01 0.98 0.97 1.03 1.70
Acid test 0.74 0.62 0.55 0.72 0.59
Debtors (days) NA NA 140 186 154
Gearing 0 0 0 28.6 0
Coverage - - - 6.7 -
* 18 months
MARY)IK HOID IIiG S  VERSUS MA.RY/I3  MACHINE TOOLS
SIZE (£’000) HO>0E
Group Machine
Tools
erf Group Machine
Tools
HIGH/LOW
1967 1651 NA - 76.0 97.0 HIGH
1968 3627 NA - 66.0 55.0 LOW
1969 4584 3105 68 23.2 39.6 . HIGH
1970 6164 4364 71 17.7 13.1 LOW
1971 N 0 T A Y A I L A B I E
i
MARWIN MACHINE TOOLS : MARKET DATA
1967 1968 1969 1970 1971
SIZE HOCE SIZE HOCE SIZE HOCE SIZE HOCE SIZE HOCE
Alfred
Herbert 44.1 12.5 59.78 6.2 45.55 1.5 46.97 5.8 57.72 LOSS
Elliot (B) 15.00 9.9 20.74 8.5 25.49 5.2 24.85 7.7 26.96 8.8
Seragg 
(Ernest) 6.45 42.5 15.64 62.5 25.94 69.6 17.19 LOSS 16.76 12.9
Sheffield 
Twist 
& Steel 5.15 15.9 5.68 15.1 6.95 16.9 8.94 17.4 NA NA
Hewall 
Machine 
Tool
5.92 11.6 5.15 14.7 5 • 16 15.7 5.71 16.0 6.05 NA
Jones(AA) 
Shipman 4.51 22.4 5.24 25.1 5.61 25.0 6.22 21.4 5.65 17.6
Kearney & 
Tracker 5.92 NA 5.85 NA 6.75 NA 7.18 NA 6.50 NA
British
Northrop 6.18 LOSS 5.56 LOSS 1.54 LOSS 1.57 LOSS 1. 97 11.2
Hunt &
Moscrop 1.88 21.2 1.78 15.0 2.59 19.8 2.85 20.0 5.52 24.6
Johnson 
Construct Ice NQ 15.9 1.21 15.5 1.17 7.4 1.09 11.4 1.17 8.6
Smith
Holding
(Whitworth 0.41 5.2 0.69 28.5 0.55 5.8 0.65 1.4 0.87 1.5
Abwood
Machine
Tools
0.29 20.0 0.29 18.7 0.28 15.9 0.55 17.8 0.58 2.7
MARWIN MACHINE TOOLS - MARKET ‘ANALYSIS
SIZE: £*000,000
NUMBER MEDIAN MEAN m y * MARWIN SCORE
1967 11 5.15 8c 53 12.44 N .A. -
1968 12 4.40 8.47 11.50 N.A. -
1969 12 5,38 10.45 14.0 3 olO -0.52
1970 12 5 0 96 10.28 13.70 4.36 -0.43
1970 11 5.63 9.76 12.28 4.03 * ”0.47
* Estimated
ROOE: io
NUMBER MEDIAN MEAN 3 .D. MARWIN SCORE
1967 11 13.6 15.70 11.26 97.0 7.22
1968 11 15.1 19.04 16.41 55.0 2.19
1969 11 15.7 16.05 19.50 39.6 1.21
1970 11 11.4 10.63 8.35 13.1 0.30
1971 9 8.8 9.74 8.00 LOSS -1.22
S E C T IO N  1 : T R IG G E R
1 . 1
A  s u b s t a n t i a l  a m o u n t  o f  a g r e e m e n t  e x i s t e d  a m o n g s t  e x e c u t i v e s  w h e n  t h e y  w e r e  
a s k e d  to  d e s c r i b e  t h e  e x t e n t  o f  c o r p o r a t e  p l a n n i n g  in  e x i s t a n c e  p r i o r  t o  t h e  
a c q u i s i t i o n  d i s c u s s e d .  T a b l e  1 d e m o n s t r a t e s  t h i s  p o i n t  :
O b s e r v e r  1 O b s e r v e r  2 O b s e r v e r  3 O b s e r v e r  4 C o n s e n s u s
(=1)
O b j e c t i v e s No s y s t e m No s y s t e m No s y s t e m No s y s t e m No s y s t e m
E x t e r n a l
C o n s t r a i n t s No s y s t e m No s y s t e m No s y s t e m F  o r m a l  
I r r e g u l a r
No s y s t e m
S t r e n g t h s  & 
W e a k n e s  s e s
No s y s t e m No s y s t e m No s y s t e m No s y s t e m No s y s t e m
P r o d u c t / M a r k e t
S t r a t e g y
No s y s t e m No s y s t e m F o r m a l
R e g u l a r
I n f o r m a l
R e g u l a r
X
M o n i t o r  a n d  
C o n t r o l  s y s t e m
F  o r m a l  
R e g u l a r
F o r m a l
R e g u l a r
F o r m a l
R e g u l a r
F  o r m a l  
R e g u l a r
F  o r m a l  
R e g u l a r
T A B L E  1 : C O M P A N Y  P L A N N I N G  S Y S T E M
1 . 2
C o n s i s t e n t  w i t h  t h i s  a n a l y s i s ,  e x e c u t i v e s  c o n s i d e r e d  t h a t  a  f o r m a l  p l a n n i n g  s y s t e m  
h a d  no t  s i g n a l l e d  t h e  n e e d  to  a c q u i r e  ; i n d e e d  b o t h  O b s e r v e r s  2 a n d  4 w e r e  of  t h e  
o p i n i o n  t h a t  t h e r e  w a s  no  n e c e s s i t y  f o r  an  a c q u i s i t i o n  a t  t h a t  t i m e .  B o t h  t h e s e  
e x e c u t i v e s  w e r e  u n d e r  t h e  i m p r e s s i o n  t h a t  t h e  i n i t i a l  a p p r o a c h  h a d  c o m e  f r o m  
I C F C ,  w h o  v i e w e d  M a r w i n  a s  g o o d  p o t e n t i a l  p r o b l e m  s o l v e r s  - " W e  w e r e  c o n n e d  
in to  i t  " ( O b s e r v e r  4).  In c o n t r a s t ,  o b s e r v e r s  d e s c r i b e d  tw o  m a j o r  f a c t o r s  
w h i c h  p r o m p t e d  t h e  c o m p a n y  to  c o n s i d e r  a c q u i s i t i o n ,  v i z .
1 L i m i t e d  m a r k e t s  - t h e  c o m p a n y  h a d  no  e n t r e e  in to  t h e  USA.
2 L a c k  of  s p a c e  - t h e  e x i s t i n g  M a r w i n  s i t e  b e i n g  to o  s m a l l  f o r  t h e  g r o w t h  
in  t h e  s i z e  o f  t h e  o r d e r  book .
T h i s  l a t t e r  p o i n t  w a s  c o m m e n t e d  u p o n  b y  O b s e r v e r  4 w h e n  d e s c r i b i n g  p r e ­
d e c i s i o n  c r i t e r i a  : he  f e l t  t h a t  i f  t h e  c o m p a n y  h a d  d o n e  e v e n  a  s m a l l  a m o u n t  
o f  a r i t h m e t i c ,  t h e  r e s a l t s  w o u l d  c e r t a i n l y  h a v e  e l i m i n a t e d  A s h w e l l  a n d  N e s b i t  
a s  a  p o s s i b l e  a c q u i s i t i o n .  O b s e r v e r  3 e x p l a i n e d  th a t  q u a l i t y  a n d  p r o d u c t i o n  
c o n t r o l  p r o b l e m s ,  w h i c h  w e r e  a  r e s u l t  of  t h e  c o m p a n y  n o t  b e i n g  i n v o l v e d  in  
t h e  ' c o m p l e t e  p r o c e s s '  o f  d e s i g n ,  d e v e l o p m e n t ,  m a n u f a c t u r e  a n d  s e l l i n g ,  h a d  
h i g h l i g h t e d  t h e  n e e d  to  c o n s i d e r  a c q u i s i t i o n  a n d  t h a t  t h i s  w a s  c o r r e c t l y  
r e c o g n i s e d  a t  t h e  t i m e .
S E C T I O N  2 : E L IM IN A T IO N
2 . 1
C o n s i s t e n t  w i t h  t h e i r  a n s v / e r s  in  t h e  p r e v i o u s  s e c t i o n  O b s e r v e r s  2 a n d  4 
e x p l a i n e d  t h a t  t h e  a p p r o a c h  by  I C F C  h a d  f o c u s s e d  u p o n  t h e  s p e c i f i c  c o m p a n y  
s u b s e q u e n t l y  a c q u i r e d .  T h e  s i g n a l  a s  d e s c r i b e d  by O b s e r v e r  3 a l s o  f o c u s s e d  
u p o n  t h e  s a m e  s p e c i f i c  c o m p a n y  - t h e  m a j o r  s u p p l i e r  of  f o u n d r y  i t e m s .  In  
c o n t r a s t ,  O b s e r v e r  1 w a s  u n d e r  t h e  i m p r e s s i o n  t h a t  t h e  c o m p a n y  h a d  c o n s i d e r e d  
a  n u m b e r  of  p o s s i b i l i t i e s ,  a l l  of  w h i c h  w e r e  i n  t h e  M a c h i n e  T o o l  m a r k e t .
2 . 2
S o m e  d i s a g r e e m e n t  e x i s t e d  a m o n g s t  o b s e r v e r s  a s  t o  t h e  e x t e n t  o f  i n t e r n a l  
c o m p a n y  a u d i t  p r i o r  to  a  f i n a l  d e c i s i o n  to  a c q u i r e  a n d  a l s o  u p o n  t h e  p o s s i b l e  
v a l u e  o f  s u c h  a n  e x e r c i s e  a t  t h a t  t i m e .  T h e r e  is  a  s i g n i f i c a n t  c h a n g e  in 
c o n s e n s u s  o p i n i o n s .  T a b l e  2 i l l u s t r a t e s  :
A n s w e r C o n s e n s u s !  * U s e f u l  ? ( C o n s e n s u s
1 2 3 4
cn| Tj-II 1 ; 2 3 4 ( =  i )
C o n s i d e r  C o n c e p t  of  
B u s i n e s s  ? Y e s No No No NO Y e s Y e s Y es No YES
E v a l u a t e  C o m p a n y  
O b j e c t i v e s  ? No No No No NO
Y e s Y e s No No N o  c o n s e n s u s
A p p r a i s e  C o r p o r a t e
s t r e n g t h s  a n d No No No No NO Y e s Y e s No Y e s YES
w e a k n e s s e s  ?
S e e k  S y n e r g y  ? No No Y e s No NO Y e s Y e s Y e s Yes YES
T A B L E  2 : C O M P A N Y  A U D IT
* W o u l d  i t  h a v e  b e e n  u s e f u l  to  c o n d u c t  t h i s  a n a l y s i s  ?
S o m e  o f  t h e s e  a n s w e r s  r e q u i r e d  f u r t h e r  c o m m e n t  - O b s e r v e r  3 e x p l a i n e d  t h a t  
s u c h  a n  a n a l y s i s  w o u l d  h a v e  b e e n  o f  l i m i t e d  v a l u e  s i n c e  d u r i n g  t h e  w h o l e  p e r i o d  of  
i t s  e x i s t e n c e  t h e  c o m p a n y  h a d  b e e n  g r o w i n g  a t  a  v e r y  f a s t  r a t e  a n d  c o n s e q u e n t l y  
t h e  p e r i o d s  of  s t a b i l i t y  w e r e  v e r y  s h o r t .
O b s e r v e r  4 g a v e  h i s  r e a s o n s  f o r  r e j e c t i n g  s u c h  a n  a n a l y s i s  a s
(1) t h e  e x e c u t i v e s  w e r e  no t  m a t u r e  e n o u g h  to  c o p e
(2) t h e  e x e c u t i v e s  w a n t e d  to  a c q u i r e  A s h w e l l  a n d  N e s b i t
(3) t h e  a c q u i s i t i o n  w a s  t h e  s o l u t i o n  t o  a  p r o d u c t i o n  p r o b l e m  
2. 3
C o n c e p t  o f  t h e  B u s i n e s s
O b s e r v e r  1 p e r c e i v e d  t h a t  t h e  c o m p a n y  h a d  c o r r e c t l y  d e c i d e d  t h a t  i t  w a s  in  a l l  
b r a n c h e s  of  t h e  M a c h i n e  T o o l  b u s i n e s s .  A l t h o u g h  b o t h  o b s e r v e r s  2 a n d  3 a g r e e d  
w i t h  t h i s  i n  b r o a d  o u t l i n e ,  w i t h  t h e  b e n e f i t  of  h i n d s i g h t ,  b o t h  w o u l d  h a v e  l i m i t e d  
t h e  b u s i n e s s  to  t h e  ’’d e s i g n ,  d e v e l o p m e n t  a n d  s e l l i n g  o f  m a c h i n e  t o o l s .  ” T h u s  
e x c l u d i n g  m a n u f a c t u r e .
T h i s  e v a l u a t i o n  i s  a  d i r e c t  r e s u l t  of  t h e  d r a s t i c  d r o p  in  o r d e r s  w h i c h  t h e  i n d u s t r y  
a s  a  w h o l e  e x p e r i e n c e d .
2. 4
C o m p a n y  O b j e c t i v e s
A l t h o u g h  O b s e r v e r s  2 a n d  4 d i d  no t  p e r c e i v e  an  e v a l u a t i o n  of  c o r p o r a t e  o b j e c t i v e s  
t o  h a v e  t a k e n  p l a c e  a t  t h e  t i m e ,  c e r t a i n  ' a i m s '  w e r e  i m p l i c i t  in t h e  r u n n i n g  of  t h e  
c o m p a n y .  In e a c h  c a s e ,  t h e  e x e c u t i v e  f e l t  t h a t  t h e s e  a r e a s  o f  c o n c e n t r a t i o n  
s h o u l d  h a v e  b e e n  t h e  o n e s  in  w h i c h  o b j e c t i v e s  w e r e  s p e c i f i e d .  S e e  T a b l e  3 :
O b s e r v e r  1 O b s e r v e r  2 O b s e r v e r  3 O b s e r v e r  4 i C o n s e n s u s
! ( = i )
P r o f i t a b i l i t y 7 7 2 N NO
M a r k e t  p e n e t r a t i o n 71 = O 7 C O N S E N S U S
P r o d u c t  d e v e l o p m e n t 71 = N
E
T A B L E  3 : I D E A L  C O R P O R A T E  O B J E C T I V E S
* s e e  S e c t i o n  2. 2 f o r  an e x p l a n a t i o n .
2.  5
S o m e  a g r e e m e n t  e x i s t e d  a m o n g s t  t h e  t h r e e  o b s e r v e r s  w ho  e v a l u a t e d  c o m p a n y  
s t r e n g t h s  a n d  w e a k n e s s e s  - T a b l e  4 s h o w s  t h e i r  e v a l u a t i o n  :
S T R E N G T H S W E A K N E S S E S
j| C o n s e n s u s C o n s e n s u s
F i n a n c i a l  :
L i q u i d i t y
M a r k e t i n g  ; 
P r o d u c t s  
D i r e c t  s e l l i n g
P r o d u c t i o n  ;
T e c h n o l o g i c a l  
E x p e r t i s e
C o r p o r a t e  : 
M a n a g e m e n t  
P l a n n i n g  s y s t e m
T A B L E  4 : C O M P A N Y  S T R E N G T H S  A N D  W E A K N E S S E S
A l t h o u g h  e x e c u t i v e s  a g r e e d  t h a t  m a n a g e m e n t  w a s  b o t h  a  s t r e n g t h  a n d  a  w e a k n e s s ,  
t h i s  e v a l u a t i o n  w a s  m a d e  f o r  d i f f e r i n g  r e a s o n s  :
S t r e n g t h s  :
W e a k n e s s e s  :
O b s e r v e r  1 - 
O b s e r v e r  4 -
O b s e r v e r  2 - 
O b s e r v e r  4 -
f l e x i b i l i t y
e n t h u s i a s m  a n d  p r o d u c t  o r i e n t a t i o n
p o o r  m i d d l e  m a n a g e m e n t  a n d  l a c k  of  
a c q u i s i t i o n  e x p e r i e n c e ,  
u n p r o f e s s i o n a l  m i d  a n d  t o p  s t r a t a ,  in  
p a r t i c u l a r  c o m b i n e d  w i t h  l a c k  o f  f i n a n c i a l  
a  w a r  e n e s  s.
S E C T I O N  3 : C O N C E N T R A T IO N
3. 1
A l l  e x c e p t  O b s e r v e r  4 p e r c e i v e d  f o r m a l  c r i t e r i a  t o  h a v e  b e e n  u s e d  in  m a k i n g  
t h e  d e c i s i o n  to  a c q u i r e  A s h w e l l  a n d  N e s b i t  - t h e  a r e a s  in  w h i c h  t h e y  w e r e  
s p e c i f i e d  w e r e  d e s c r i b e d  by  e x e c u t i v e s  a n d  a r e  s h o w n  in T a b l e  5.
O b s e r v e r  1 O b s e r v e r  2 O b s e r v e r  3 O b s e r v e r  4
i
i C o n s e n s u s  
( = ? )
F i n a n c i a l  :
C o s t 72 = 73 =
M a r k e t i n g  :
N e w  p o t e n t i a l  m a r k e t s 71 =
G r o w t h  r a t e  o f  m a r k e t 73 =
E f f e c t  on  m a r k e t  s h a r e 7 i
P r o d u c t i o n  :
C o n t r o l  of  r a w  
m a t e r i a l s  t h r o u g h  
f o u n d r y
71 = 71 72 N/
S i z e  of  s i t e 71 = 7 2 =
C o r p o r a t e  :
M a n a g e m e n t 71 =
E f f e c t  on  c o r p o r a t e  
I m a g e
72=
I n f l u e n c e  of  I C F C 7 i  =
T A B L E  5 : P R E - A C Q U I S I T I O N  C R I T E R I A
D e s p i t e  t h e  l a c k  o f  a g r e e m e n t  t h e  a n s w e r s  o f  e x e c u t i v e s  a r e  i n t e r n a l l y  c o n s i s t e n t  - 
O b s e r v e r  1 e x p l a i n e d  t h a t  t h e  p o s s i b i l i t y  o f  e n t r y  i n to  A m e r i c a n  m a r k e t s  c o m b i n e d  
w i t h  t h e  a d d i t i o n a l  f a c i l i t i e s  to  m e e t  s u c h  a n  i n c r e a s e  in  d e m a n d  r e f l e c t e d  t h e  
C h a i r m a n s  w i s h  t o  g r o w  a t  a  r a p i d  r a t e .  T h e  p r e o c c u p a t i o n  w i t h  v e r t i c a l  i n t e g r a t i o n  
w h i c h  i s  s h o w n  in  t h e  c o n s e n s u s  c r i t e r i o n  w a s  u n d e r l i n e d  b y  O b s e r v e r  4 who  
p e r c e i v e d  t h a t  I C F C  u s e d  t h e  l a c k  o f  t o t a l  i n t e g r a t i o n  a s  a  m a j o r  i n f l u e n c i n g  f a c t o r  
i n  t h e i r  d i s c u s s i o n s .
3. 2
O b s e r v e r  4 d id  n o t  c o n s i d e r  t h a t  t h i s  w a s  a  s u f f i c i e n t  c r i t e r i o n  to  a d o p t  in 
s u c h  c a s e s  a n d  w o u l d  h a v e  c a r r i e d  ou t  a  d e t a i l e d  p r o j e c t  a n a l y s i s  c o v e r i n g  
t h e  a r e a s  s h o w n  in  T a b l e  6.
r
O b s e r v e r
1
O b s e r v e r
2
O b s e r v e r
3
O b s e r v e r
4
j C o n s e n s u s  
( = ! )
F i n a n c i a l  :
C o s t 73 73 =
E f f e c t  o n  C a p i t a l  
S t r u c t u r e
71
E f f e c t  o n  P r o f i t ­
a b i l i t y
71
M a r k e t i n g  :
P r o d u c t s 72"
N e w  p o t e n t i a l  m a r k e t s n/1 = 72 =
E x i s t i n g  c u s t o m e r s 72=
G r o w t h  r a t e  of  
m a r k e t
73 = 72=
E f f e c t  on  m a r k e t  
s h a r e
71 72 =
P r o d u c t i o n  ;
C o n t r o l  of  r a w  
m a t e r i a l  t h r o u g h  
f o u n d r y
71 = 72 s/2 V
S i z e  of  s i t e 71=
C o r p o r a t e  :
M a n a g e m e n t 71=
T A B L E  6 : I D E A L  P R E - A C Q U I S I T I O N  C R I T E R I A
W i t h  t h e  b e n e f i t  o f  h i n d s i g h t ,  O b s e r v e r s  2 a n d  4 w'ould h a v e  m a d e  c h a n g e s  in  t h e  
c r i t e r i a  a p p l i e d  to t h e  a c q u i s i t i o n ,  b u t  d e s p i t e  t h i s ,  t h e  s o l e  c o n s e n s u s  i t e m  of  
t h e  i n c r e a s e d  c o n t r o l  o v e r  r a w  m a t e r i a l  r e m a i n s .
S E C T I O N  4 : T H E  BID
4. 1
D e s p i t e  t h e  v a r y i n g  a c q u i s i t i o n  s i g n a l s  d e s c r i b e d  in  S e c t i o n  1, a l l  e x e c u t i v e s  
a g r e e d  t h a t  I C F C  h a d  b e e n  r e s p o n s i b l e  f o r  b r i n g i n g  t h e  tw o  c o m p a n i e s  t o g e t h e r  
a n d  f o r  m o n i t o r i n g  n e g o t i a t i o n s .
4.  2
T h e r e  w a s  s o m e  c o n f u s i o n  in  a n s w e r s  w h e n  e x e c u t i v e s  w e r e  a s k e d  t o  e x p l a i n  t h e  
f o r m  of  t h e  b i d  a n d  t h e  r e a s o n  f o r  c h o o s i n g  t h e  m e t h o d  d e s c r i b e d .  T a b l e  7 s h o w s  
t h e  v a r i o u s  r e s p o n s e s .
BID R E A S O N
O b s e r v e r  1 
O b s e r v e r  2
O b s e r v e r  3
O b s e r v e r  4
D o n ' t  k n o w
O r d i n a r y  s h a r e s  & 
P r e f e r e n c e  s h a r e s
P r e f e r e n c e  s h a r e s  
a n d  c a s h
P r e f e r e n c e  s h a r e s
M a r w i n  d id  n o t  h a v e  a n y  
c a s h .
No e q u i t y  i n v o l v e d  
I n f l u e n c e  of  I C F C
T A B L E  7
4. 3
A p a r t  f r o m  O b s e r v e r  1, who  w a s  u n f a m i l i a r  w i t h  t h e  f i n a n c i a l  a s p e c t s  of  t h e  
d e a l ,  a l l  o b s e r v e r s  a g r e e d  t h a t  a  p r e m i u m  h a d  n o t  b e e n  p a i d  f o r  t h e  c o m p a n y ,  
n o r  w a s  i t  n e c e s s a r y  f o r  M a r w i n  to  r a i s e  i t s  ow n  i n i t i a l  m a x i m u m  p r i c e .
S E C T IO N  5 : P O S T -A C Q U IS IT IO N
5 . 1
A l l  e x e c u t i v e s  a g r e e d  in b r o a d  t e r m s  o n  t h e  a c t i o n  w h i c h  t o o k  p l a c e  a f t e r  t h e
a c q u i s i t i o n ,  a l t h o u g h  d e s c r i p t i o n s  v a r i e d  in  d e t a i l .
C o r p o r a t e  ; I n i t i a l l y ,  b o t h  s i t e s  w e r e  c o n t i n u e d  w i t h  M a r w i n
m a n a g e m e n t  b e i n g  d i v i d e d  to  r u n  b o t h  c o m p a n i e s ,  
a s  t h e  m a n a g e m e n t  o f  A s h w e l l  a n d  N e s b i t  w a s  
c o n s i d e r e d  to  b e  v e r y  p o o r .  H o w e v e r ,  no  
r e d u n d a n c y  a c t i o n  w a s  t a k e n  in  a n y  a r e a  a n d  
O b s e r v e r  1, w ho  is  r e s p o n s i b l e  f o r  I n d u s t r i a l  
R e l a t i o n s ,  f e l t  t h a t  M a r w i n  e n d e d  u p  p a y i n g  f o r  
t i t l e s  r a t h e r  t h a n  s k i l l s  - a  p l a n n e d  r e d u n d a n c y  
s c h e m e  w o u l d  h a v e  b e e n  m o r e  e f f i c i e n t  i n  t h e  
l o n g  t e r m .
O r g a n i s a t i o n  : T h e  n e w  c o m p a n y  w a s  d i v i d e d  i n to  t w o  m a i n
d i v i s i o n s  - M a r w i n  M a c h i n e  T o o l  
T h e  F o u n d r y  
T h u s ,  t h e  tw o  c o m p a n i e s  w e r e  t o t a l l y  m e r g e d  
a n d  t h e  i d e n t i t y  o f  A s h o r n e  - N e s b i t  c o m p l e t e l y  
l o s t .
P r o d u c t s  : A s h w e l l  a n d  N e s b i t  h a d  b e e n  " l e f t  b e h i n d  in  t h e
t e c h n o l o g y  r a c e "  ( O b s e r v e r  1) a n d  c o n s e q u e n t l y  
m a n y  of  t h e  p r o d u c t s  w e r e  p h a s e d  ou t .  T h e  r e s t  
b e c a m e  p a r t  o f  t h e  M a r w i n  r a n g e ,  e x c e p t  f o r  t h e  
s m a l l  r o t a r y  p u m p s  w h i c h  w e r e  m o v e d  to  a n o t h e r  
p a r t  of  t h e  g r o u p .
S e l l i n g  : A l l  e x p l a i n e d  t h a t  t h e  M a c h i n e  T o o l  M a r k e t  r e q u i r e d
a  s e l l i n g  a p p r o a c h  r a t h e r  t h a n  a  m a r k e t i n g  o n e  a n d  
t h a t  no t  e v e n  t h i s  a c t i v i t y  h a d  t a k e n  p l a c e  to  a n y  
n o t a b l e  e x t e n t  w i t h i n  A s h w e l l  a n d  N e s b i t  f o r  m a n y  
y e a r s .
P r o d u c t i o n  ; P r o d u c t i o n  m e t h o d s  a n d  f a c i l i t i e s  w e r e  
' o b s o l e t e '  ( O b s e r v e r  1), ' D i c k e n s i a n '  
( O b s e r v e r  2), ' a r c h a i c '  ( O b s e r v e r  4) 
a n d  a  s u b s t a n t i a l  a m o u n t  of  r a t i o n a l ­
i s a t i o n  a n d  r e - o r g a n i s a t i o n  w a s  n e e d e d .
C o n t r o l  S y s t e m s T h e  m o n i t o r i n g  s y s t e m s  u s e d  by  M a r w i n  
w e r e  i n t r o d u c e d  in to  t h e  c o m b i n e d  c o m p a n y .
5. 2
A l l  t h e  a c t i o n  d e s c r i b e d  a b o v e  h a d  b e e n  a n t i c i p a t e d  p r i o r  to  a c q u i s i t i o n ,  t h e  
o n e  e x c e p t i o n  b e i n g  t h e  d e c i s i o n  to  m o v e  a l l  a c t i v i t i e s  t o  t h e  A s h w e l l  a n d  
N e s b i t  s i t e .  W i t h  t h e  d r o p  in  t h e  M a c h i n e  T o o l  m a r k e t ,  i t  b e c a m e  i n c r e a s i n g l y  
o b v i o u s  t h a t  t h e  g r o u p  w a s  c a r r y i n g  e x c e s s  c a p a c i t y  a t  a  v e r y  h i g h  m a n a g e m e n t  
c o s t  ; " t h e  c h a o s  o f  tw o  s i t e s  w a s  to  b e  s e e n  t o  b e  b e l i e v e d "  ( O b s e r v e r  2). 
O b s e r v e r  1 d id  n o t  s u b s c r i b e  to  t h i s  m a j o r i t y  v i e w ,  e x p l a i n i n g  t h a t  t h e  m o v e  
to  t h e  n e w  s i t e  h a d  b e e n  p l a n n e d  p r i o r  t o  a c q u i s i t i o n .
5. 3
A l l  e x c e p t  O b s e r v e r  1 a g r e e d  t h a t  i t  h a d  t a k e n  M a r w i n  s u b s t a n t i a l l y  l o n g e r  t h a n  
o r i g i n a l l y  a n t i c i p a t e d  to  s a t i s f a c t o r i l y  c o m p l e t e  a l l  a c t i o n  p l a n n e d .
5. 4
O p i n i o n s  on  t h e  s u c c e s s  of  t h e  v e n t u r e  w e r e  m i x e d ,  a l t h o u g h  t h r e e  ou t  of  t h e  f o u r  
e x e c u t i v e s  f e l t  t h a t  t h e  d e c i s i o n  to  b u y  h a d  b e e n  a  m i s t a k e ,  p a r t i c u l a r l y  in  t h e  
l i g h t  of  l a t e r  d e v e l o p m e n t s  in  t h e  M a c h i n e  T o o l  I n d u s t r y .
O b s e r v e r  1; " I t  w a s  s u c c e s s f u l  b e c a u s e  :
(a)  t h e  e m p l o y e e s  q u i c k l y  t r a n s f e r r e d  
t h e i r  a l l e g i a n c e  t o  M a r w i n
(b) t h e  M a r w i n  p r o d u c t s  w e r e  s o o n  in 
p r o d u c t i o n .  "
O b s e r v e r  2 : " T h e  a c q u i s i t i o n  h a s  b e e n  s u c c e s s f u l ,  a l t h o u g h  t h e
r e s u l t a n t  s t r a i n  on  t h e  c a p i t a l  h a s  m e a n t  t h a t  t h e  
C o m p a n y  h a s  b e e n  l i m i t e d  in  i t s  s e a r c h  f o r  o t h e r ,
m o r e  p r o f i t a b l e  o p p o r t u n i t i e s .  "
" W e  h a v e  b e e n  s u c c e s s f u l  in  m a k i n g  i tO
e f f i c i e n t .  "
" I t  h a s  n o t  b e e n  s u c c e s s f u l  - w e  h a v e  l o s t  
m o n e y  in  t h e  M a c h i n e  T o o l  C o m p a n y .  "
BACKGROUND
Q u i n t o n  H a z e l l  w a s  i n c o r p o r a t e d  in  1948 a n d  b e c a m e  p u b l i c a l l y  q u o t e d  
in  I 9 6 0 ,  T h e  c o m p a n y  a r e  m a n u f a c t u r e r s  a n d  d i s t r i b u t o r s  o f  m o t o r  
v e h i c l e  c o m p o n e n t s  a n d  t h e  r e p o r t  c o n c e r n s  t h e  a c q u i s i t i o n  o f  t h e  K e r r y  
G r o u p ,  w h o l e s a l e  d i s t r i b u t o r s  to  t h e  m o t o r ,  r a d i o ,  e l e c t r i c a l  a n d  c y c l e  
t r a d e s ,  i n  1968,  a n d  S t a n d a r d  T y r e ,  r e t a i l e r s  of  c a r  t y r e s  a n d  s i l e n c e r s .
O b s e r v e r s  I n t e r v i e w e d
O B S E R V E R P O S I T I O N
NO. O F  Y E A R S
In J o b In C o m p a n y
1 J o i n t  M a n a g i n g  D i r e c t o r 5 8
2 C h a i r m a n ,  P a r t c o  L i m i t e d 1 10
3 C h a i r m a n ,  R e t a i l  D i v i s i o n 1 10
Q U IN T O N  - H A Z E L L F IN A N C I A L  ANALYSIS
( £ ’000) 1967 1968 1969
1----------
1970
................. 1
1971
T u r n o v e r NQ 6, 649 16, 4 40 17, 736 21 ,  190
N e t  W o r t h 3, 116 3, 256 6, 692 7, 871 8, 660
N e t  A s s e t s 3, 934 4,  075 8, 115 8 , 485 9, 281
P B I T 541 631 1, 060 1, 438 1, 914
P A T 296 310 506 663 944
No.  S h a r e s 15, 000 ,  000 2 2 , 6 0 0 , 0 0 0 2 3 , 0 9 8 , 0 9 0 2 9 6 4 5 6 1 0 3 7 0 2 8 5 1 0
No.  E m p l o y e e s NQ 1 , 6 6 6 3, 295 3, 666 3, 588
G r o s s  M a r g i n NQ 9. 5 6. 5 8. 1 9. 0
N e t  M a r g i n NQ 4. 7 3. 1 3. 7 4. 4
R e t u r n  o n  N e t  W o r t h 9. 5 9. 5 7. 5 8. 4 10. 8
R e t u r n  o n  N e t  A s s e t s 13. 8 15. 5 13. 0 17. 0 20 .  6
A s s e t  T u r n o v e r NQ 1. 63 2. 01 2. 10 2. 28
C u r r e n t  R a t i o 1. 65 1. 39 1. 77 1. 44 1. 44
A c i d  T e s t 0. 64 0. 61 0. 84 0. 69 0. 71
D e b t o r s  ( d a y s ) NQ 93 82 103 97
G e a r i n g 20.  2 19. 2 13. 0 3. 5 2. 9
C o v e r a g e 5. 00 5. 0 5. 10 6. 45 6. 55
D i v i d e n d  C o v e r 1. 64 1. 18 1. 62 1 .4 1 1. 87
T u r n o v e r /  E m p l o y e e NQ 4,  000 5, 000 4, 850 5, 900
E a r n i n g s / S h a r e  (p) 2. 3 2. 2 2. 0 2. 2 2. 5
N e t  A s s e t s / S h a r e  (p) 18.  4 17. 2 27 .  0 25.  1 21.  8
QUIN TO N  H A Z E L L M A R K E T D ATA
B O T  3 8 / 1
1
1967 1968 1969 1970 19 7]
S i z e ! R o c e S i z e I R o c e S i z e S R o c e j S i z e R o c ei S i z e R o c e
B i r m i n g h a m  S m a l l  
A r m s
35 .4 8 1 1 . 6 3 6 .5 4 13. 5 3 3 .8 5 3. 8 38 .29 3. 7 4 0 .2 7 L o s s
A u t o m o t i v e  p r o d u c t s 3 9 .49 13. 9 4 5 .3 0 20.  4 150.43 18. 8 5 5 .1 9 17. 1 5 7 .5 9 17. 6
W i l m o t  B r e e d o n 27 .8 5 1 1 . 8 3 0 .3 5 13. 5 j132. 82 12. 4 138.31 1 1 . 0 4 4 . 4 0 16. 5
B l a c k w o o d  H o d g e 3 7 .0 4 > 3 . 7 4 4 .4 5 13. 7 j  5 7 .18 14. 5 j7 3 .27 1 5 .1 76.  8
00 
I—
1
A d w e s t — 14. 4 9. 06 14. 5 9 . 4 1 17, 6 j 13 .28 j 15. 1 1 4 .96 i 17. 7
Z e n i t h  C a r b u r e t t o r — 8. 8 4. 50 6 . 9 4 .8 6 3. 4 j 5 .88 10. 1 7. 21 i  9. 5I
K i r k s t a l l  F o r g e  
E n g i n e e r i n g
— 8. 4 6. 08 13. 7 ' 6 .82 13. 0 9 .72 16. 2 11 .32 115. 0
E d b r o  H o l d i n g s 4. 38 27 .3 5 .3  5 28.  3 j! 5.97 28 .3 6 .85 30.1 7 .66 129-3
L a n c a s t e r  C a r p e t s  & 
E n g i n e e r i n g
7 .96 NA 8 .4 2 NA 8 .8 4 NA 10.92 NA 12.97 NA
H a r m o  I n d u s t r i e s — 32. 8 3 .3 6 31 .5 4 .32 33. 3 5 .63 29. 7 5. 98 27 .3
E R F  H o l d i n g s 5. 21 NA 6. 10 23.  3 17 .8 3 21. 0 9 .7 6  ;33.5 12 .60 34 .6
B r i t a x  ( E x c e l s i o r ) — 22. 1 5 .1 8 35 .4 4 .5 6 18.1 4.01  | 10. 1 NA NA
M o s s  G e a r  Co. 2. 05 15.5 2 .3 8 14. 9 4 .6 0 15.2 : 5 .26
i
14. 1 6. 01 15. 3
P l a x t o n s — 30. 2 3 .27 2 5 .3 4 .23 3 0 .4  15. 05 3 0 .4 6 .45 34. 5
W e y b u r n  E n g i n e e r i n g 1. 08 8. 8 1.33 15.3 1. 58 16. 9 1. 74 20.1 1. 79 17. 1
S p e e d w e l l  G e a r  C a s e  
C o m p a n y
0 .8 7 11. 3 0 .78 5. 7 0.91 4. 2 1.01 7. 2 1 .2 5 14.5
NA = d a t a  n o t  a v a i l a b l e
Q U IN T O N  H A Z E L L  : M A R K E T  ANALYSIS
S I Z E  (£  ' 000)
Y E A R S A M P L E
NO.
M ED IA N M E A N S. D. Q U IN T O N
H A Z E L L
S C O R E
1967 10 6. 17 16. 1 16. 2 NQ -
1968 16 4. 92 13. 3 18. 9 6. 65 - 0. 35
1969 16 6. 39 14. 9 17. 1 16. 44 + 0. 09
1970 16 oCO
00 17. 6 20.  4 17. 74 + 0. 01
1971 15 11. 32 19. 8 22.  2 21. 19 + 0. 06
R O C E  (%)
Y E A R S A M P L E
NO.
M ED IA N M E A N S. D. Q U IN T O N
H A Z E L L
S C O R E
1967 14 13. 8 16. 5 8. 1 13. 8 -  0. 34
1968 15 14. 9 1 8 . 4 6. 8 15. 5 - 0. 42
1969 15 16. 9 1 7 . 2 6. 3 13. 0 - 0. 67
1970 15 15. 1 17. 5 9. 6 17. 0 i o o Ln
1971 14 16. 8 18. 8 
—........— .■ 1
9. 6 20.  6 + 0. 39
S E C T IO N  1 : T R IG G E R
1 . 1
T h e r e  w a s  s o m e  d i s a g r e e m e n t  a m o n g s t  t h e  e x e c u t i v e s  i n t e r v i e w e d  on  t h e  
q u e s t i o n  of  t h e  n a t u r e  o f  t h e  p l a n n i n g  s y s t e m  u s e d  by  t h e  c o m p a n y  o v e r  t h e  
p r e v i o u s  f i v e  y e a r s .  T a b l e  1 s h o w s  t h e  r e s p o n s e s  of  i n d i v i d u a l  o b s e r v e r s .
O b s e r v e r  1 O b s e r v e r  2 O b s e r v e r  3 C o n s e n s u s
(= f )
O b j e c t i v e s No F o r m a l I n f o r m a l X
S y s t e m R e g u l a r R e g u l a r R e g u l a r
C o n s t r a i n t s I n f o r m a l No F o r m a l X
I r r e g u l a r S y s t e m R e g u l a r X
S t r e n g t h s  a n d I n f o r m a l F o r m a l No X
W e a k n e s  s e s I r r e g u l a r R e g u l a r S y s t e m  * X
P r o d u c t /  M a r k e t F o r m a l F  o r m a l F  o r m a l F o r m a l
S t r a t e g y R e g u l a r R e g u l a r R e g u l a r R e g u l a r
M o n i t o r  a n d  c o n t r o l F o r m a l F o r m a l F  o r m a l F o r m a l
s y s t e m R e g u l a r R e g u l a r R e g u l a r R e g u l a r
T A B L E  1 : P L A N N I N G  S Y S T E M
* e x c e p t  on  a  p r o f i t a b i l i t y  b a s i s  
1 . 2
O b s e r v e r  3 e x p l a i n e d  t h a t  t h e  p r i m e  o b j e c t i v e  of  t h e  c o m p a n y  o v e r  t h e  l a s t  t e n  
y e a r s  h a s  b e e n  to  b e c o m e  c o m p l e t e l y  v e r t i c a l l y  i n t e g r a t e d  w h i l s t  o b t a i n i n g  a n  
i n c r e a s i n g  s h a r e  of  t h e  u l t i m a t e  w h o l e s a l e  a n d  r e t a i l  m a r k e t s  f o r  a u t o m o t i v e  
p a r t s .  In 1967, t h i s  c o u l d  o n ly  b e  a c h i e v e d  b y  a  r a p i d  i n c r e a s e  in  t h e  n u m b e r  of  
w h o l e s a l e  o u t l e t s  o w n e d  a n d  in  1972 by  a n  i n c r e a s e  in  t h e  n u m b e r  of  r e t a i l  o u t l e t s .  
T h u s  t h e  n e e d  f o r  a c q u i s i t i o n .
1. 3
O b s e r v e r s  1 a n d  2 a l s o  e x p l a i n e d  t h a t  t h e  c o m p a n y  n e e d e d  to  i n c r e a s e  t h e  
n u m b e r  o f  o u t l e t s  r a p i d l y  b u t  g a v e  d i f f e r e n t  e x p l a n a t i o n s  of  t h e  f a c t o r s  l e a d i n g  
u p  to  t h a t  s t a g e .  O b s e r v e r  2 r e c o g n i s e d  a  c h a n g i n g  d i s t r i b u t i o n  p a t t e r n  w i t h i n  
t h e  m a r k e t , t h e  o u t l e t s  b e c o m i n g  m o r e  s p e c i a l i s e d .  W h i l s t  O b s e r v e r  1 e x p l a i n e d  
t h a t  in  1967,  A P  a n d  A E  h a d  t a k e n  p o s i t i v e  s t e p s  to  l i m i t  t h e  s a l e  of  Q u i n t o n  
H a z e l l  p r o d u c t s  t h r o u g h  w h o l e s a l e r s ,  a n d  in  1972 t h r o u g h  " d o - i t - y o u r s e l f "  
s h o p s ,  w h i c h  w e r e  i n c r e a s i n g  in  n u m b e r  r a p i d l y .  T a b l e  2 s h o w s  t h e  a c q u i s i t i o n  
s i g n a l s  p e r c e i v e d  by  e a c h  o b s e r v e r .
K E R R Y S T A N D A R D
1 2 3 C o n s e n s u s 1 2 3 C o n s e n s u s
F i n a n c i a l  :
L i q u i d i t y 1 =
G r o w t h  r a t e 1 1
M a r k e t i n g  :
N e w  p r o f i t a b l e  
m a r k e t s
2 =
I n c o m p l e t e  p r o d u c t  
r a n g e
1
D i s t r i b u t i o n
o u t l e t s 3 1 2 7 1 = 1 2 7
P r o d u c t i o n  :
R a w  m a t e r i a l  
a v a i l a b i l i t y
2
C o r p o r a t e  :
A t t i t u d e  of  * 
S t a n d a r d  e x e c u t i v e 3
T A B L E  2 : A C Q U I S I T I O N  S IG N A LS
* t h e y  h a d  s h o w n  a n  i n c r e a s i n g  w i l l i n g n e s s  to  d i s c u s s  t h e  m a t t e r .
1. 4
W i t h  t h e  b e n e f i t  o f  h i n d s i g h t ,  a l l  e x e c u t i v e s  w e r e  of  t h e  o p i n io n  t h a t  a l l  t h e  
r e l e v a n t  s i g n a l s ,  a s  d e s c r i b e d ,  h a d  b e e n  c o r r e c t l y  r e c o g n i s e d  a t  t h e  t i m e .
S E C T IO N  2 : E L IM IN A T IO N
2 . 1
T h e  n a t u r e  o f  t h e  a c q u i s i t i o n  t r i g g e r s  d e s c r i b e d  in  t h e  p r e v i o u s  s e c t i o n  w e r e  
s u c h  t h a t  a t t e n t i o n  w a s  a u t o m a t i c a l l y  f o c u s s e d  on  s p e c i f i c  c a t e g o r i e s  of  
c o m p a n i e s  - w h o l e s a l e  (1967)  a n d  r e t a i l  (1972)  o u t l e t s  w i t h  m o t o r  t r a d e  
c o n n e c t i o n s .  O b s e r v e r  3 a d d e d  t h a t ,  i n  1972,  t h e  s e a r c h  w a s  l i m i t e d  e v e n  
f u r t h e r  to  t y r e  d i s t r i b u t o r s .
2 . 2
T a b l e  3 s h o w s  t h e  e x t e n t  to  w h i c h  o b s e r v e r s  p e r c e i v e d  a n  i n t e r n a l  c o m p a n y  
a u d i t  to  h a v e  t a k e n  p l a c e  p r i o r  t o  e a c h  a c q u i s i t i o n .
O b s e r v e r
1
O b s e r v e r
2
O b s e r v e r
3
C o n s e n s u s  
( = ! )
1 C o n s i d e r  C o n c e p t  of  
B u s i n e s s  ?
YES YES YES YES
2 A s s e s s  C o r p o r a t e  
O b j e c t i v e s  ?
NO YES YES YES
3 E v a l u a t e  s t r e n g t h s  a n d YES YES NO YES
4
w e a k n e s  s e s .  
S e e k  s y n e r g y . YES YES N O kY E S S YES
T A B L E  3 : I N T E R N A L  C O M P A N Y  A U D I T
N o t e  : K = K e r r y  a c q u i s i t i o n
S = S t a n d a r d  t y r e  a c q u i s i t i o n
O b s e r v e r  3 w a s  o f  t h e  o p i n i o n  t h a t  a  f o r m a l  a n a l y s i s  o f  t h e  s t r e n g t h s  a n d  
w e a k n e s s e s  of  Q t i in ton  H a z e l l  w o u l d  h a v e  b e e n  u s e f u l  to  e x e c u t i v e s  in  
d e t e r m i n i n g  t h e  c o m p a n y  to  b e  a c q u i r e d .
2. 3
C o n c e p t  o f  t h e  B u s i n e s s  :
A l l  e x e c u t i v e s  a g r e e d  t h a t  t h e  c o m p a n y  h a d  b e e n  c o r r e c t l y  c l a s s i f i e d  in  t h e  
b u s i n e s s  o f  s u p p l y i n g  c a r  c o m p o n e n t s ,  O b s e r v e r  3 q u a l i f y i n g  t h i s  b y  l i m i t i n g  
t h e  d e f i n i t i o n  to  t h e  s p a r e s  r e p l a c e m e n t  m a r k e t .
2. 4
C o r p o r a t e  O b j e c t i v e s  :
C o n s i s t e n t  w i t h  h i s  p e r c e p t i o n  of  t h e  p l a n n i n g  s y s t e m  in  o p e r a t i o n ,  O b s e r v e r  1 
w a s  u n a w a r e  o f  a n y  s p e c i f i c  a n a l y s i s  o r  d e f i n i t i o n  of  p r i m e  c o r p o r a t e  o b j e c t i v e s  
p r i o r  to  e i t h e r  a c q u i s i t i o n ,  b u t  w a s  of  t h e  o p i n i o n  t h a t  t h i s  w a s  a  s e r i o u s  o m i s s i o n .  
T a b l e  4 s h o w s  t h e  a r e a s  in  w h i c h  o t h e r  e x e c u t i v e s  p e r c e i v e d  o b j e c t i v e s  t o  h a v e  
b e e n  s p e c i f i e d  a t  t h e  t i m e s  d i s c u s s e d .
K e r r y  A c q u i s i t i o n S t a n d a r d  T y r e  A c q u i s i t i o n
2 3 C o n s e n s u s 2 3 C o n s e n s u s
F i n a n c i a l  : 
P r o f i t a b i l i t y 2 2 7 2 2 V
M a r k e t i n g  :
N a t i o n a l  W h o l e s a l e  
N e t w o r k
E x p a n d  i n to  E u r o p e  
by  A c q u i s i t i o n
C o r p o r a t e  :
C o m p a n y  I m a g e
1
1
1
1
T A B L E  4 : C O M P A N Y  O B J E C T I V E S
O b s e r v e r  3 e x p l a i n e d  t h a t  t h e  c o m p a n y  a i m e d  to  b e c o m e  t h e  " b i g g e s t  r e p l a c e m e n t  
p a r t s  c o m p a n y  in  t h e  w o r l d " .  It m u s t  b e  n o t e d  t h a t  t h e  p r i m e  o b j e c t i v e  p e r c e i v e d  
by  O b s e r v e r  2 c o u l d  b e  i n t e r p r e t e d  a s  a n  i n t e r im  s t e p  t o w a r d s  t h e  a c h i e v e m e n t  
o f  s u c h  a  g o a l .
W h e n  a s k e d  to  c o m m e n t  u p o n  t h e i r  p e r c e p t i o n  o f  c o r p o r a t e  o b j e c t i v e s ,  
O b s e r v e r  3 w o u l d  i n c l u d e  a  t h i r d  a r e a ,  t h a t  o f  ' I n d u s t r i a l  R e l a t i o n s ' .  
T a b l e  5 s h o w s  th e  a r e a s  in w h i c h  O b s e r v e r s  f e l t  o b j e c t i v e s  s h o u l d  h a v e  
b e e n  s p e c i f i e d  a t  t h e  t i m e  of  e a c h  a c q u i s i t i o n .
K e r r y  A c q u i s i t i o n S t a n d a r d  T y r e  A c q u i s i t i o n
1 2 3 C o n s e n s u s
|
1 2 3 C o n s e n s u s
F i n a n c i a l  :
R e t u r n  on  C a p i t a l 2 2 V 2 2 2 7
E a r n i n g s  p e r  s h a r e 2 2
M a r k e t i n g  :
N a t i o n a l  W h o l e s a l e  
N e t w o r k
1 1 7 1
N a t i o n a l  R e t a i l  
N e t w o r k
1
E x p a n d  i n t o  E u r o p e  
by A c q u i s i t i o n 1
C o r p o r a t e  :
I n d u s t r i a l  R e l a t i o n s 3
C o m p a n y  I m a g e 1 1
T A B L E  5 : I D E A L  C O R P O R A T E  A C Q U I S I T I O N  
2. 5
C o r p o r a t e  S t r e n g t h s  a n d  W e a k n e s s e s  :
T a b l e  6 s h o w s  t h e  c o r p o r a t e  s t r e n g t h s  a n d  w e a k n e s s e s  w h i c h  O b s e r v e r s  1 a n d  
2 p e r c e i v e d  to  h a v e  b e e n  i d e n t i f i e d  a t  t h e  t i m e  of  b o t h  a c q u i s i t i o n s .
S T R E N G T H S W E A K N E S S E S
............... i
1
II;
2 C o n s e n s u s 1 2 C o n s e n s u s
K S
F i n a n c i a l  : I
L a c k  o f  g e a r i n g 3
M a r k e t i n g  •
M a r k e t  S h a r e 1
No.  W h o l e s a l e  o u t l e t s 1
( K e r r y )
No.  R e t a i l  o u t l e t s 1
( S t a n d a r d )
C o r p o r a t e  j
M a n a g e m e n t 1 1
j
P r o d u c t i o n / S a l e s 2
m i s  - m a t c h
T A B L E  6 : C O R P O R A T E  S T R E N G T H S  A N D  W E A K N E S S E S
B o t h  e x e c u t i v e s  a g r e e d  t h a t  t h e  m a n a g e m e n t  t e a m  of  Q u i n t o n  H a z e l l  w a s  very-  
s t r o n g ,  " a b l e  to  c o p e  w i t h  e v e r y t h i n g  i t  w a s  d o i n g "  ( O b s e r v e r  1) a n d  c o n s t a n t l y  
" n e e d i n g  f u r t h e r  o u t l e t s "  ( O b s e r v e r  2).  O b s e r v e r  1 e x p l a i n e d  t h a t  a  w e a k n e s s  
of t h e  g r o w t h  s t r a t e g y  c h o s e n  w a s  t h a t  t h e  o r g a n i s a t i o n  w a s  c o n s t a n t l y  in  t h e  
p o s i t i o n  w h e r e  p r o d u c t i o n  w a s  u n a b l e  to  m e e t  d e m a n d  o r  v i c e  v e r s a .  W i t h  
t h e  b e n e f i t  o f  h i n d s i g h t ,  O b s e r v e r  3 w a s  n o t  a s  e n t h u s i a s t i c  a b o u t  t h e  m a n a g e ­
m e n t  s k i l l s  w i t h i n  t h e  g r o u p ,  p a r t i c u l a r l y  in  t h e  p r o d u c t i o n  u n i t s  of  t h e  g r o u p .
K E R R Y A C Q U I S I T I O N 1 S T A N D A R D  A C Q U I S I T I O N
S t r e n g t h s W e a k n e s s e s S t i
1
•eng ths W e a k n e s s e s
1 2 3 C* 1 2 3
|
C* 1 2 3 1 2 3
l
C *
F i n a n c i a l :
L a c k  o f  g e a r i n g 3 3
N
O
M a r k e t i n g  ; 
S p a r e s  m a r k e t 1 1
M a r k e t  s h a r e 1 1
i C
No.  W h o l e s a l e  
o u t l e t s
1 1
s f
o
N
No.  R e t a i l  
o u t l e t s
1 s
E
T y p e  of  
o u t l e t s
1 N
C o r p o r a t e  : S
M a n a g e m e n t
P r o d u c t i o n /  
s a l e s  m i s ­
m a t c h
1 1 2 \/
2
2 1 1 2
2
i 2 u
s
T A B L E  7 ; I D E A L  S T R E N G T H S  A N D  W E A K N E S S E S  
* c o n s e n s u s
D u r i n g  1 9 7 1 / 7 2 ,  t h e  d o - i t - y o u r s e l f  m a r k e t  g r e w  a t  s u c h  a  r a t e  t h a t  30% of  t h e  
w o r k  on a n y  c a r  w a s  d o n e  by  th e  o w n e r .  T h u s  on e  o f  t h e  m a j o r  w e a k n e s s e s  o f  
t h e  c o m p a n y  w a s  t h e  l a c k  o f  r e t a i l  o u t l e t s  w h i c h  o p e n e d  on  S u n d a y  a n d  s o l d  
Q u i n t o n  H a z e l l  b r a n d e d  g o o d s  ( O b s e r v e r  3. )
S E C T IO N  3 : ACQUISITION C R IT E R IA
3, 1
T a b l e  8 s h o w s  th e  f a c t o r s  w h i c h  e x e c u t i v e s  p e r c e i v e d  to  h a v e  b e e n  c o n s i d e r e d  
p r i o r  to  t h e  d e c i s i o n  to  a c q u i r e  a  s p e c i f i c  c o m p a n y .  O b s e r v e r  2 w a s  n o t  
i n v o l v e d  i n  t h e  f i n a l  d e c i s i o n  to  a c q u i r e  S t a n d a r d  T y r e  a n d  w a s  u n a b l e  to  
c o n t r i b u t e  to  t h i s  s e c t i o n  o f  t h e  q u e s t i o n n a i r e .
K e r r y  A c q u i s i t i o n S t a n d a r d  A c q u i s i t i o n
1 2 3 C o n s e n s u s * 1 3 C o n s e n s u s
F i n a n c i a l  :
P o t e n t i a l  p r o f i t a b i l i t y 3 4
E f f e c t  on  P / E 4 4
S i z e 2 1 = 7  3 2
C o s t 2=
M a r k e t i n g  ;
T y p e  of  p r o d u c t s 1 =
T y p e  o f  m a r k e t s 1 =
No. o u t l e t s 1 = 1 = 1 7  1 1 = 2 = 7  i =
L o c a t i o n  of  o u t l e t s 1 = 1 = 2 = V 2 1 = 2 = 7  i =
C o r p o r a t e  :
M a n a g e m e n t 2 3 s i  4 3
E f f e c t  on b a c k l a s h  
f r o m  t r a d e
3 3
1
T A B L E  8 : A C Q U I S I T I O N  C R I T E R I A
2
* K e n d a l ' s  C o e f f i c i e n t  of  C o n c o r d a n c e  = 0. 73, S = 33, X = 6. 6 
10% S. L. = 6. 23
3 . 2
In e a c h  c a s e ,  O b s e r v e r ' s  a n s w e r s  w e r e  i n t e r n a l l y  c o n s i s t e n t .  O b s e r v e r  1 
e x p l a i n e d  t h a t  t h e  r e a c t i o n  f r o m  t h e  t r a d e  in  t e r m s  of  f u r t h e r  l i m i t i n g  r a w  
m a t e r i a l  s u p p l i e s  ( s e e  S e c t i o n  1. 3) a n d  t h e  p o s s i b i l i t y  o f  t h e i r  r e f u s i n g  to  
s u p p l y  Q u i n t o n  H a z e l l  g o o d s  t h r o u g h  t h e i r  o u t l e t s  m u s t  b e  c o n s i d e r e d  v e r y  
c a r e f u l l y .  A s  d e s c r i b e d  in S e c t i o n  2. 1, O b s e r v e r  1 p e r c e i v e d  t h a t  t h e  
s e a r c h  b e  l i m i t e d  to  t y r e  d i s t r i b u t o r s ,  p r e f e r a b l y  t h o s e  a l s o  o f f e r i n g  a  f r e e  
s i l e n c e r  s e r v i c e  - a  n e w  d e v e l o p m e n t  a t  t h a t  t i m e .
S E C T I O N  4 : T H E  BID
4 . 1
F o r  e a c h  a c q u i s i t i o n  a  d i r e c t  a p p r o a c h  w a s  m a d e  t o  t h e  B o a r d  of  t h e  p r o p o s e d  
" v i c t i m " .  In t h e  c a s e  of  K e r r y s ,  t h i s  w a s  e n t i r e l y  a  m a t t e r  of  f o r m  ( O b s e r v e r  2) 
" t h e y  w e r e  a n y b o d y ' s "  ( o b s e r v e r  3), w h i l s t  t h e  S t a n d a r d  T y r e  A c q u i s i t i o n  w a s  
a g r e e d  w i th  t h e  e x e c u t i v e s  w i t h  t h e  c o m p a n y ,  s o m e  s h a r e s  h a v i n g  p r e v i o u s l y  
b e e n  b o u g h t  on  th e  o p e n  m a r k e t ,  a s  i t  w a s  n e c e s s a r y  to r e t a i n  t h e  e x i s t i n g  
m a n a g e m e n t  a n d  c a u s e  a s  l i t t l e  d i s t r u p t i o n  a s  p o s s i b l e .
4.  2
B o t h  t r a n s a c t i o n s  t o o k  t h e  f o r m  o f  a  s h a r e  i s s u e  w i t h  a  c a s h  o p t i o n  - i t  w a s  
t h e  c h e a p e s t  m e t h o d  ( O b s e r v e r s  2 a n d  3).
4 . 3
W h e n  a s k e d  to  c o m m e n t  u p o n  t h e  r e l a t i v e  c o s t  of  t h e  a c q u i s i t i o n s ,  t h e r e  w a s  a  
l a c k  of  c o n s e n s u s  in  t h e  r e p l i e s  c o n c e r n i n g  t h e  a c q u i s i t i o n  of  S t a n d a r d  T y r e s  - 
s e e  T a b l e  9.
K e r r y  A c o u i s i t i o n S t a n d a r d  A c q u i s i t i o n
1 2 3 | C o n s e n s u s 1 3 1j C o n s e n s u s
D i d  you p a y  a  p r e m i u m  
o v e r  p r e - b i d  p r i c e  ?
No No Y e s No Y e s Y e s Y e s
D i d  you  p a y  a  p r e m i u m  
o v e r  n e t  a s s e t  v a l u e  ?
No No No No Y e s No X
W a s  i t  n e c e s s a r y  to  
r a i s e  y o u r  m a x i m u m  
p r i c e  ?
No No No No No Y e s X
T A B L E  9 : R E L A T I V E  COST O F ACQUISITION
S E C T IO N  5 : P O S T -A C Q U IS IT IO N
5. 1
A l l  e x e c u t i v e s  d e s c r i b e d  e s s e n t i a l l y  t h e  s a m e  a c t i o n ,  a n s w e r s  o n l y  v a r y i n g
in  d e t a i l .
5. 2
T h e  K e r r y  A c q u i s i t i o n
O r g a n i s a t i o n  S t r u c t u r e  ; i t  w a s  c o n s i d e r e d  r i d i c u l o u s  to  m a i n t a i n  tw o
m a n a g e m e n t  t e a m s  a n d  t h e r e f o r e  K e r r y '  s w a s  
t o t a l l y  i n t e g r a t e d  i n to  t h e  P A R T C O  d i v i s i o n  o f  
t h e  G r o u p .
C o r p o r a t e  : b o t h  O b s e r v e r s  1 a n d  3 e x p l a i n e d  t h a t  a l l  t h e
t o p  m a n a g e m e n t  o f  K e r r y s  h a d  l e f t  a s  a  r e s u l t  
o f  a n  e a r l y  p e n s i o n ,  a  g o l d e n  h a n d s h a k e  o r  
r e s i g n a t i o n .  T h i s  i s  in  c o n t r a s t  to  t h e  p e r c e p t i o n  
o f  O b s e r v e r  2.
A s s e t  S t r u c t u r e  : K e r r y s  h a d  t r i e d  to  d i v e r s i f y  b y  d e v e l o p i n g
i n t e r e s t s  in  t h e  M a c h i n e  T o o l  I n d u s t r y .  H o w e v e r ,  
Q u i n t o n  H a z e l l  f e l t  t h a t  t h i s  w a s  o u t s i d e  t h e i r  
' c o n c e p t  of  t h e  b u s i n e s s '  a n d  s o l d  i t ,  a l o n g  w i t h  
s o m e  m i n o r  e l e c t r i c a l  a n d  m a r i n e  i n t e r e s t s  - 
O b s e r v e r s  1 a n d  3.
M a r k e t i n g  : O b s e r v e r  1 e x p l a i n e d  t h a t  no a c t i o n  h a d  b e e n
n e c e s s a r y  in  t h i s  a r e a ,  t h i s  b e i n g  in  c o m p l e t e  
c o n t r a s t  to  t h e  a n s w e r s  of  t h e  o t h e r  tw o  e x e c u t i v e s  
w ho  p e r c e i v e d  t h a t  t h e  a p p r o a c h  to  m a r k e t i n g  h a d  
b e e n  c o m p l e t e l y  c h a n g e d .
P r o d u c t s A  r a t i o n a l i s a t i o n  of  t h e  p r o d u c t  r a n g e  t o o k  
p l a c e  w h i c h  b r o u g h t  in  m o r e  c o m p o n e n t s  a n d  
c u t  o u t  s u c h  a c c e s s o r i e s  a s  l a w n  m o w e r s .
C o n t r o l  S y s t e m s  : K e r r y s  h a d  i n s t a l l e d  a n d  w e r e  a t t e m p t i n g  to
u s e  s o p h i s t i c a t e d  c o m p u t e r  h a r d w a r e  f o r  a l l  
t h e  d a t a  p r o c e s s i n g .  T h e  s y s t e m s  i n s t a l l e d
w e r e  s o  c o m p l i c a t e d  t h a t  t h e  r e s u l t a n t  o u t p u t
w a s  t o o  l a t e  f o r  u s e .  E v e n t u a l l y ,  i t  w a s  a l m o s t  
c o m p l e t e l y  u n w o u n d ,  l e a v i n g  o n l y  t h e  s a l e s  
l e d g e r  w h i c h  w a s  t r a n s f e r r e d  to  t h e  Q u i n t o n  
H a z e l l  m a c h i n e  a t  C o l w y n  B a y  a n d  t h e  c o m p u t e r  
w a s  r e t u r n e d  to  IBM.
5. 3
A l l  t h e  a c t i o n  d e s c r i b e d  by  e x e c u t i v e s  h a d  b e e n  a n t i c i p a t e d  in  o u t l i n e  p r i o r  to
t h e  a c q u i s i t i o n ,  e x c e p t  f o r  t h e  s a l e  of  t h e  A l a c h in e  T o o l  i n t e r e s t s  a s  d e s c r i b e d
by O b s e r v e r  3.
5. 4
T h e  S t a n d a r d  T y r e  A c q u i s i t i o n
O r g a n i s a t i o n  S t r u c t u r e  : A s  a  r e s u l t  o f  t h i s  a c q u i s i t i o n ,  a l l  t h e  r e t a i l
i n t e r e s t s  of  t h e  G r o u p  w e r e  b r o u g h t  t o g e t h e r  
to  f o r m  a  d i v i s i o n .
C o r p o r a t e  : A s  o r i g i n a l l y  i n t e n d e d  ( s e e  S e c t i o n  4. 1) a l l
e x e c u t i v e s  w e r e  r e t i a n e d ,  e x c e p t  f o r  s o m e  ' n o n ­
e x e c u t i v e  r e l a t i v e s '  ( O b s e r v e r  3). S u b s e q u e n t l y ,  
a s  a  r e s u l t  o f  d i s a g r e e m e n t s  o v e r  t h e  b i d  m a d e  
by  B u r m a h  O i l  f o r  Q u i n t o n  H a z e l l ,  t h e  o r i g i n a l  
C h a i r m a n  of  S t a n d a r d  T y r e  ( M r  B l a k e ) ,  r e s i g n e d .
A s s e t  S t r u c t u r e T h e  e a r t h  m o v i n g  c o m p a n y  ( M C C )  w a s  r e - s o l d  
to  M r  B l a k e .
M a r k e t i n g O b s e r v e r  3 e x p l a i n e d  t h a t  t h e  c o m p a n y  h a d  
' g o n e  o v e r b o a r d  f o r  t h e  a d d - o n  t r a d e ' ,  a n d  a s  
a  r e s u l t ,  t y r e  s a l e s  w e r e  f a l l i n g  - t h i s  w a s  
c o r r e c t e d .
P r o d u c t s T h e  m a j o r  p r o d u c t s  s o l d  w e r e  t y r e s  a n d  s i l e n c e r s  
a n d  i t  v /as  p r o p o s e d  to  a d d  m o t o r i s t s  s h o p s  to  
t h e  s i t e s ,  t h u s  c a p t u r i n g  m o r e  of  t h e  d o - i t - y o u r s e l f  
t r a d e .
C o n t r o l  S y s t e m s T h e  s y s t e m s  w e r e  s t a n d a r d i s e d .
5. 5
A p a r t  f r o m  t h e  r e s i g n a t i o n  of M r  B l a k e  a n d  t h e  r e s u l t a n t  s a l e  o f  M C C ,  a l l  a c t i o n  
t a k e n  w a s  p l a n n e d  in  o u t l i n e  p r i o r  to  t h e  a c q u i s i t i o n .
5. 6
In d i r e c t  c o n t r a s t  to  t h e  p e r c e p t i o n  o f  O b s e r v e r  2, t h e  o t h e r  e x e c u t i v e s  e x p l a i n e d  
t h a t  in  t h e  c a s e  of  t h e  K e r r y  a c q u i s i t i o n ,  t h e  r e - o r g a n i s a t i o n  h a d  t a k e n  l o n g e r  
t h a n  w a s  o r i g i n a l l y  a n t i c i p a t e d ,  O b s e r v e r  3 c o m m e n t i n g  t h a t  t h e  Q u i n t o n  H a z e l l  
m a n a g e m e n t  h a d  b e e n  t o o  s l o w  to  ' g r a s p  t h e  n e t t l e ' .  W h i l s t  i t  w a s  to o  s o o n  to  
f i n a l l y  e v a l u a t e  t h e  a c t i o n  t a k e n  a f t e r  t h e  a c q u i s i t i o n  o f  t h e  S t a n d a r d  T y r e ,  b o t h  
e x e c u t i v e s  f e l t  t h a t  t h e  c o m p a n y  w o u l d  b e  a b s o r b e d  in to  t h e  G r o u p  w i t h i n  t h e  
a n t i c i p a t e d  t i m e .
5. 7
T h e  e x e c u t i v e s  w e r e  u n a n i m o u s  in  t h e i r  v i e w  t h a t  bo th  a c q u i s i t i o n s  h a d  b e e n  
s u c c e s s f u l ,  bu t  v a r i e d  i n  t h e i r  r e a s o n s ,  t h u s  -
K e r r y  A c q u i s i t i o n  -
O b s e r v e r  1 :
O b s e r v e r s  2 a n d  3 :
S t a n d a r d  T y r e  A c q u i s i t i o n  -
O b s e r v e r  1 :
e s t a b l i s h e d  t h e  Q u i n t o n  H a z e l l  m a n u f a c t u r e d  
p r o d u c t  on  a  n a t i o n a l  ba .s is
th e  c o m p a n y  w a s  n o w  p r o f i t a b l e  a n d  i t  w o u l d  
h a v e  g o n e  i n to  l i q u i d a t i o n  h a d  i t  n o t  b e e n  a c q u i r e d .
t o o  e a r l y  to  m a k e  a  f i n a l  j u d g e m e n t  b u t  t h e  c r i t e r i a  
w o u l d  b e  :
(a) d e p o t  p r o f i t a b i l i t y
(b) i n c r e a s e d  v o l u m e  of  Q u i n t o n  H a z e l l  p a r t s .
O b s e r v e r  3 i n c r e a s e d  p r o f i t a b i l i t y .
BACKGROUND
R i c h a r d  J o h n s o n  a n d  N e p h e w  L i m i t e d ,  f o u n d e d  in  1773,  a r e  
m a n u f a c t u r e r s  of  w i r e  a n d  w i r e  p r o d u c t s  i n c l u d i n g  - s t e e l  w i r e  
r o d s ,  a l l  c l a s s e s  of  s t e e l  w i r e ,  b a r b ,  s t r a n d ,  w o v e n  w i r e  f e n c e ,  
c h a i n  l i n k  f e n c i n g ,  i r o n w o r k ,  w e l d e d  w i r e  m e s h ,  c o p p e r  r o d s  
w i r e  s t r i p  a n d  s t r a n d ,  a l u m i n i u m  w i r e  a n d  c o m p o s i t e  c o n d u c t o r s  
a n d  p a c k a g i n g  e q u i p m e n t .  B y  t h e  2 6 t h  of  J u n e  1971,  J e s s e l  
S e c u r i t i e s  h a d  a c q u i r e d  a p p r o x i m a t e l y  52% of  t h e  e q u i t y  c a p i t a l .
T h e  a c q u i s i t i o n  d i s c u s s e d  i s  t h a t  o f  J o h n  R i g b y  a n d  S o n s  l i m i t e d  
a l s o  m a n u f a c t u r e r s  o f  w i r e  a n d  i n c l u d i n g  a  s p e c i a l  s e c t i o n  a n d  
s i n t e r e d  c o m p o n e n t s  d i v i s i o n .
O B S E R V E R S  IN T E R V I E W E D
O b s e r v e r s P o s i t i o n  H e l d
1 F i n a n c i a l  D i r e c t o r
2 C h a i r m a n  : N o n -
F e r r o u s
3 G r o u p  C h a i r m a n
4 C h a i r m a n  - S t e e l
R IC H A R D  JO H N SO N  & N E P H E W  - F IN A N C IA L  P E R F O R M A N C E
( ’000) 1966 1967 1968 1969 1970 1971*
T u r n o v e r 39,  525 39,  9 50 36, 233 40 ,  143 51, 321 67,  994
N e t  W o r t h 11, 734 12, 163 12, 397 12, 543 15, 4 3 4 16, 252
N e t  A s s e t s 12, 984 1 3 , 7 1 3 13, 947 14, 093 17, 541 22,  247
P B I T 2, 444 2, 241 1, 436 937 1, 634 3, 117
P A T 1, 654 1, 291 793 5 27 747 1, 723
N o .  E m p l o y e e s NA N A 3, 157 3,1 60 3, 184 3, 295
N o .  S h a r e s 3, 600 3, 600 3, 600 3, 600 3, 600 3, 600
G r o s s  M a r g i n 6. 2 5. 6 4.  0 2. 3 3. 2 4.  6
N e t  M a r g i n 4. 2 3. 2 2. 2 1. 3 1. 5 2. 5
R e t u r n  on  n e t  a s s e t s 18. 8 16. 3 10. 3 6. 6 9. 4 11.  2
R e t u r n  on  n e t  w o r t h 14. 1 10. 6 6. 4 4 .  2 4 .  8 8. 5
A s s e t  T u r n o v e r 3. 0 2.  9 2. 6 2. 8 2.  9 2.  4
D i v i d e n d  C o v e r 2. 9 2.  3 1. 4 1. 4 1. 3 2.  1
C u r r e n t  R a t i o 2. 8 3. 2 2. 7 2.  2 2.  2 2.  8
A c i d  T e s t 1. 6 1. 9 1. 5 1. 3 1. 3 1. 9
D e b t o r s  ( d a y s ) 69 63 73 75 68 78
G e a r i n g  (%) 9. 6 9. 1 9. 0 8.  9 7.  0 22
A v e r a g e  c o s t  of  
C a p i t a l  (%)
4.  9 5.  4 4. 7 3.  9 4.  5 5. 0
T u r n o v e r / e m p l o y e e  
( £ )
NA NA 1 1, 500 12,  700 16, 000 16, 4 0 0
E a r n i n g s  p e r  s h a r e  
( £ )
0 . 4 6 0. 36 0. 22 0. 15 0. 21 0 . 4 8
N e t  A s s e t s  p e r  
S h a r e  ( £ )
3. 6 3.  8 3. 9 3.  9 4.  85 6. 2
* A c c o u n t i n g  y e a r  c h a n g e d  - i n c l u d e s  15 m o n t h s  a c c o u n t s
R IC H A R D  JO H N SO N  & N E P H E W M A R K E T  P E R F O R M A N C E
(SIC 3 9 1 - 9  , B O T  3 9 / 1 )
1967 1968 1969 1970 1971
S I Z E R O I S I Z E R O I S I Z E R O I S I Z E R O I S I Z E R O I
P e g l e r  H a t t e r s l e y 12. 24 3 1 . 2 1 3 . 5 9 40 .  1 22. 87 30 .  9 30.  72 24 .  6 33.  92 20.  2
M e t a l  C l o s u r e s 13. 33 13. 3 15. 86 19. 0 17. 86 20.  9 1 8 . 9 9 19.  6 20.  62 21.  9
P r e s t i g e 12. 89 24.  3 1 3 . 8 4 25.  1 14. 36 25.  3 18. 04 25.  0 21.  95 26 .  3
F o l k e s  ( J o h n )  H e f o 7. 70 1 5 . 4 17. 50 17. 7 20. 00 15.  1 21 .  00 16. 2 A A
F r a n c i s  I n d u s t r i e s 9. 25 1 1 . 8 1 0 . 2 6 11. 8 10. 65 7 . 4 1 1 . 3 9 L o s  s 12. 43 8.  0
D o n c a s t e r  ( D a n i e l ) 13. 83 29.  6 1 4 . 0 6 25.  6 12. 90 14.  1 12. 60 10.  1 16. 44 L o s s
B a r t o n 11. 82 1 1 . 7 1 2 .3 1 9. 2 14. 25 1 5 . 9 17. 51 19. 0 16. 86 19.  3
N e w e y  & T a y l o r 6. 87 9. 1 8. 17 14. 0 8. 43 12.  6 9. 03 9. 3 9. 68 18.  7
S p e a r  Sc J a c k s o n 3. 32 1 1 . 2 3 . 8 2 15. 0 6. 49 11. 0 1 0 . 4 2 13. 0 11. 13 13.  2
M i d l a n d  A l u m i n i u m 8. 83 L o s  s 9 . 7 9 6. 5 11. 88 6 . 9 12. 89 1 1 . 0 14. 50 13. 8
H e y w o o d  W i l l i a m s 5. 77 L o s s 6. 72 L o s s 8. 90 0. 8 8. 83 0 . 1 8. 62 8 . 4
U n i t e d  W i r e 6. 21 23.  5 7. 01 29 .  6 7. 67 27 .  1 8. 80 25.  3 7. 99 15. 9
S a n d e r s o n  K a y s e r 4.  57 14. 7 4 . 9 4 14. 6 5. 52 1 6 . 9 6. 32 17. 9 NI NI
C o n c e n t r i c 7. 02 20 .  3 8. 69 25.  6 9. 71 24 .  3 11. 33 24.  9 11. 93 23.  1
S h a w  ( J o h n )
W o l v e r h a m p t o n
2. 82 19. 8 2 . 9 1 19. 1 3. 09 17. 0 3. 58 20.  0 A A
D e r i t e n d  S t a m p i n g 6. 41 1 2 . 4 6 . 5 1 9. 3 7. 36 1 4 . 2 8. 63 16. 3 10. 85 26 .  5
B i f u r c a t e d  E n g i n e e r ­
ing
2. 51 14. 0 3 . 2 8 16. 9 3. 94 18. 6 4. 43 14. 4 NI NI
B r u n t o n s
( M u s s e l b u r g h )
3. 26 28.  6 3. 33 27.  0 4. 08 32.  9 4. 47 33.  9 4. 50 33.  5
G a s k e l l  & C h a m b e r s 5. 20 9. 5 5. 04 7. 9 4. 70 12. 6 4.  85 3. 2 4. 52 25 .  0
D a r n a l l — 29.  0 2 . 4 8 25.  8 2. 62 18. 3 3. 07 19. 0 3. 83 18.  6
D i m p l e x 16. 3 4 . 5 8 14. 0 5. 57 23 .  6 7. 06 25.  4 8. 40 31 .  3
S i z e  q u o t e d  in  £ ' 0 0 0 ,  000
A = A c q u i r e d
NI = N o t  i s s u e d  a t  t i m e  of  d a t a  c o l l e c t i o n
RICH ARD  - JOHNSON & N E P H E W  - M A R K E T  CO M PA RISON
S i z e  ( £ ' 0 0 0 , 0 0 0 )
S a m p l e
No.
M e d i a n M e a n S. D. R i c h a r d
J o h n s o n
S c o r e
1967 19 6. 87 7 . 8 3. 18 3 9 . 9 5 10. 1
1968 21 7. 01 8 . 4 4. 50 3 6 . 2 3 6. 2
1969 21 8. 43 9 . 6 5. 80 40 .  14 5. 25
1970 21 9. 03 11. 1 7. 07 51.  32 5. 7
1971 17 11. 13 13.  1 7. 02 54.  4* 5. 9
* e s t i m a t e d  - a c c o u n t s  s t a t e  t u r n o v e r  f o r  15 m o n t h s
R e t u r n  on  C a p i t a l  (%)
S a m p l e
No.
M e d i a n M e a n S.  D. R i c h a r d
J o h n s o n
S c o r e
1967 21 14. 7 1 6 . 4 9. 02 16.  3 - 0. 01
1968 21 16. 9 17.  7 9. 48 1 0 . 3 - 0. 78
1969 21 16. 9 1 7 . 4 8. 10 6 . 6 - 1. 34
1970 21 17. 9 1 6 . 6 8. 81 9 . 4 - 0. 82
1971 17 19. 3 19.  0 8. 75 11. 2 - 0. 89
NB W h e r e  a  l o s s  i s  i n c u r r e d  a  z e r o  r e t u r n  on  c a p i t a l  i s  a s s u m e d .
S E C T IO N  1 - T R IG G E R
1 . 1
C o n s e n s u s  e x i s t e d  a m o n g s t  o b s e r v e r s  w h e n  d e s c r i b i n g  t h e  t y p e  of  
p l a n n i n g  s y s t e m  in  o p e r a t i o n  p r i o r  t o  t h e  a c q u i s i t i o n  d i s c u s s e d  ; 
c o n s e n s u s  b e i n g  d e f i n e d  w h e r e  a t  l e a s t  t h r e e  of  t h e  f o u r  o b s e r v e r s  
a g r e e d .  T h e  o n l y  d i s s e n t i n g  v o i c e  w a s  t h a t  of  o b s e r v e r  2, w h o  
d i s a g r e e d  on a l l  a s p e c t s  w i t h  t h e  e x c e p t i o n  of  t h e  t y p e  of  c o n t r o l  
s y s t e m  in  o p e r a t i o n .
T h e  r e s p o n s e s  of  t h e  f o u r  d i r e c t o r s  a r e  s e e n  in  T a b l e  1 b e l o w  :
A r e a T y p e  of  S y s t e m
F o r m a l i t y R e g u l a r i t y
O b j e c t i v e s F o r m a l R e g u l a r
C o n s t r a i n t s F o r m a l R e g u l a r
S t r e n g t h s  & w e a k n e s s e s I n f o r m a l No C o n s e n s u s
P r o d u c t /  M a r k e t  
S t r a t e g y
N o C o n s e n s u s R e g u l a r
C o n t r o l  S y s t e m s F o r m a l R e g u l a r
T A B L E  1 - T Y P E  O F PL A NN IN G  S Y S T E M
1.2
H o w e v e r ,  d i s a g r e e m e n t  w a s  e v i d e n t  a s  to  t h e  r e a s o n  f o r  t h e  
c o m p a n y  o r i g i n a l l y  c o n s i d e r i n g  a c q u i s i t i o n  a t  a l l .  O b s e r v e r  1 
c o n s i d e r e d  t h a t  t h e  s o l e  s i g n a l  e m a n a t e d  f r o m  J e s s e l  S e c u r i t i e s  
t h e  n e w  m a j o r i t y  s h a r e h o l d e r .  T h i s  c o n f l i c t e d  d i r e c t l y  w i t h  the  
v i e w s  o f  t h e  o t h e r  t h r e e  d i r e c t o r s  w h o  a l l  v i e w e d  t h e  t r i g g e r  a s  
b e i n g  a  d i r e c t  r e s u l t  o f  t h e  r e l a t i v e l y  n e w  p l a n n i n g  s y s t e m  
i l l u s t r a t e d  in  T a b l e  1. T h i s  l e v e l  o f  c o n s e n s u s  d e t e r i o r a t e d  
w h e n  o b s e r v e r s  d e s c r i b e d  t h e  n a t u r e  of  t h e  t r i g g e r  i t s e l f ,  a  
c o n f l i c t  d e m o n s t r a t e d  in  T a b l e  2.
O b s e r v e r  2 O b s e r v e r  3 O b s e r v e r  4 C o n s e n s u s
_  3
”  4
F i n a n c i a l
L i q u i d i t y
P r o f i t a b i l i t y
G e a r i n g y
P / E  o r  E P S
M a r k e t i n g
No .  of  p r o d u c t s y y y
No. of  m a r k e t s y
No.  o f  c u s t o m e r s
M a r k e t  s i z e y
M a r k e t  s h a r e
C h a n n e l s  /  o u t l e t s
P r o d u c t i o n
R a w  m a t e r i a l s
L a b o u r
P r o c e s s e s y
D i s t r i b u t i o n
C o r p o r a t e
M a n a g e m e n t
I m a g e
L e g a l
T A B L E  2 - S I G N A L  F A C T O R S
N. B .  S e e  t h e  p r e v i o u s  p a g e  f o r  O b s e r v e r  l !s c o m m e n t s
1. 3
T h e  o n e  p o i n t  on w h i c h  a l l  t h r e e  d i r e c t o r s  a g r e e d  w a s  t h e  
r e l i a n c e  of  t h e  c o m p a n y  u p o n  a  l i m i t e d  n u m b e r  of  p r o d u c t s  
in  a  c y c l i c a l  m a r k e t  - t h i s  b e i n g  r a n k e d  a s  t h e  m o s t  
i m p o r t a n t  f a c t o r  by o b s e r v e r  3. T h e  p r i m e  t r i g g e r  a s  
v i e w e d  by  o b s e r v e r  2 w a s  t h e  n e e d  f o r  f u r t h e r  c a p a c i t y  
a n d  t h e  a g e  of  e x i s t i n g  p l a n t ,  a n d  by  o b s e r v e r  4, a s  
" g e a r i n g  p o t e n t i a l " ,  ( s i c )
1 . 4
W h e n  o b s e r v e r s  w e r e  f r e e  to  r e c o m m e n d  t h o s e  f a c t o r s  
w h i c h  s h o u l d  be  m o n i t o r e d  a s  a  s i g n a l  f o r  p o t e n t i a l  
a c q u i s i t i o n ,  i t  w a s  i n t e r e s t i n g  t h a t  t h r e e  of  t h e  f o u r  
d i r e c t o r s  a d d e d  th e  s i g n i f i c a n c e  o f  t h e  p r i c e - e a r n i n g s  
r a t i o .
i
O b s e r v e r  1 O b s e r v e r  2 O b s e r v e r  3 O b s e r v e r  4 C o n s e n s u s
F i n a n c i a l
L i q u i d i t y 2 =
P r o f i t a b i l i t y 2= 2 =
G e a r i n g
P / E  o r  E P S 1 2= 2 = V
M a r k e t i n g
No.  o f  p r o d u c t s 2 = 1 = 1 J
No. o f  m a r k e t s 3 1 =
No.  o f  c u s t o m e r s
M a r k e t  s i z e 2 =
M a r k e t  s h a r e
C h a n n e l s /  o u t l e t s
P r o d u c t i o n
R a w  m a t e r i a l s
L a b o u r
P r o c e s s e s 1
D i s t r i b u t i o n
C o r p o r a t e
M a n a g e m e n t 2
I m a g e
L e g a l
T A B L E  3 - RANKING O F  ID E A L  SIGNAL F A C T O R S
1. 5
T h e  n e e d  t o  m o n i t o r  t h e  a b i l i t i e s  a n d  p o t e n t i a l  of  e x i s t i n g  
m a n a g e m e n t  a s  d e s c r i b e d  by  o b s e r v e r  4 i s  e c h o e d  b y  
o t h e r  o b s e r v e r s  l a t e r  in  t h e  a n a l y s i s .
>
S E C T I O N  2 - E L I M I N A T I O N  
2 . 1
O b s e r v e r s  2, 3 a n d  4 a g r e e d  t h a t  t h e  s i g n a l  w h i c h  t h e y  h a d  d e s c r i b e d  
p r e v i o u s l y ,  i n d i c a t e d  t h e  t y p e  o f  c o m p a n y  to  b e  c o n s i d e r e d  - t h a t  is  
on e  w h i c h  w o u l d  be  t e c h n i c a l l y  a n d  m a r k e t i n g  r e l a t e d .  ( H o r i z o n t a l  
d i v e r s i f i c a t i o n ) .  A l l  a g r e e d  w i t h  t h e  b e n e f i t  o f  h i n d s i g h t ,  t h a t  t h i s  
w a s  c o r r e c t .
2. 2
C o n s e n s u s  w a s  m a i n t a i n e d  a s  t o  t h e  t y p e  of  c o m p a n y  a u d i t  a d o p t e d  
p r i o r  t o ,  a n d  d u r i n g ,  t h e  c h o i c e  o f  c o m p a n i e s  s h o r t - l i s t e d .  T a b l e  
5 i l l u s t r a t e s  t h i s .
O b s e r v e r  1 O b s e r v e r  2 O b s e r v e r  3 O b s .  4 C o n s e n s u s
1 C o n s i d e r  t h e  c o n c e p t YES YES YES NO YES
of  t h e  b u s i n e s s  ?
2 A s s e s s  C o m p a n y YES YES YES YES YES
o b j e c t i v e s  ?
3 E v a l u a t e  s t r e n g t h s YES YES NO YES YES
a n d  w e a k n e s s e s  ?
4 S e e k  s y n e r g y  ? NO NO NO YES NO
T A B L E  5 - C O M P A N Y  A U D IT
2. 3 C o n c e p t  of t h e  B u s i n e s s
O b s e r v e r s  2, 3 a n d  4 a l l  p e r c e i v e d  t h e  c o n c e p t  of  t h e  b u s i n e s s  a t  
t h e  t i m e  of  t h e  a c q u i s i t i o n  s e a r c h  t o  be  t h a t  of  " m e t a l  m a n i p u l a t o r s " ,  
a  d e s c r i p t i o n  w i t h  w h i c h  t h e y  c o n c u r r e d  w i t h  t h e  b e n e f i t  o f  h i n d ­
s i g h t .
T h i s  i s  a  b r o a d e r  d e f i n i t i o n  t h a n  t h a t  g i v e n  by o b s e r v e r  1, v i z .  , 
" p r o d u c e r s  o f  w i r e  a n d  w i r e  p r o d u c t s " ,  b e i n g  t a k e n  f r o m  a  m a r k e t i n g  
v i e w p o i n t ,  r a t h e r  t h a n  t h a t  of  p r o d u c t i o n .  T h i s  h i g h l i g h t s  t h e  
t r a n s i t i o n  f r o m  a  p r o d u c t i o n  to  a  m a r k e t i n g  c o m p a n y  o r i e n t a t i o n  
w h i c h  o t h e r  o b s e r v e r s  l a t e r  d e s c r i b e d  a s  t a k i n g  p l a c e  a t  t h a t  
t i m e .
2 . 4  O b j e c t i v e s
T a b l e  6 s h o w s  t h e  t y p e s  of  p r i m e / c o m p a n y  o b j e c t i v e s  w h i c h  
o b s e r v e r s  p e r c e i v e d  to  e x i s t  p r i o r  to  t h e  c h o i c e  o f  a  s p e c i f i c  
c o m p a n y  ( a c t u a l ) ,  a n d  t h o s e  w h i c h  t h e y  f e e l  s h o u l d  h a v e  a p p l i e d  
b o t h  t h e n ,  a n d  a t  t h e  t i m e  of  i n t e r v i e w  ( id e a l ) .
O b j e c t i v e s 1 2 3
4 C o n s e n s u s
A c t u a l I d e a l A I A I A I A c t u a l  I d e a l
P r o f i t a b i l i t y - 1 1 1 1 2 1 2 = V 7
G e a r i n g 2 =
M a r k e t
P e n e t r a t i o n 2 2
P r o d u c t
D e v e l o p m e n t 1 2 1 1
D i v e r s i f i c a t i o n 3
T A B L E  6 - C O M P A N Y  O B J E C T I V E S
It i s  w o r t h  n o t i n g  t h a t  t h e  two  o b s e r v e r s  who  p e r c e i v e d  P r o d u c t  
D e v e l o p m e n t  to  h a v e  b e e n  t h e  p r i m e  o b j e c t i v e ,  a r e  a l s o  t h e  tw o  
w ho ,  w i t h  h i n d s i g h t ,  w o u l d  c h a n g e  t h e  s i t u a t i o n .  T h e  h i g h l i g h t i n g  
o f  P r o d u c t  D e v e l o p m e n t  i s  c o n s i s t e n t  w i t h  t h e  v i e w  e x p r e s s e d  
e a r l i e r ,  t h a t  r e l i a n c e  on  f e w  p r o d u c t s  w i t h i n  a  l i m i t e d  n u m b e r  of  
m a r k e t s  w a s  a  s i g n a l  f o r  t h e  n e e d  to  c o n s i d e r  a c q u i s i t i o n .
2. 5
S t r e n g t h s  an d  W e a k n e s s e s
T a b l e  8 s h o w s  t h e  a r e a s  of  s t r e n g t h s  a n d  w e a k n e s s  p e r c e i v e d  by- 
o b s e r v e r s  to  h a v e  b e e n  d e t e r m i n e d  by  t h e  c o m p a n y  p r i o r  to  t h e  
a c q u i s i t i o n  d i s c u s s e d .
- S T R E N G T H S W E A K N E S S E S
1 2 3 4 c o n s e n s u s 1 2 3 4 c o n s e n s u s
F i n a n c i a l
L i q u i d i t y
P r o f i t a b i l i t y
G e a r i n g
P / E
4=
3
4=
2
M a r k e t i n g  
P r o d u c t s  
M a r k e t s  
C u s t o m e r s  
M a r k e t  s i z e
3 2 2=
2=
2
1
P r o d u c t i o n  
R a w  m a t e r i a l s  
P r o c e s s e s 2 1 1 V
1
2=
C o r p o r a t e
M a n a g e m e n t
I m a g e
1
4
2 1 J 1 3 1 J
T A B L E  8 - S T R E N G T H S  AN D W E A K N E S S E S
A l t h o u g h  s u b s t a n t i a l  d i s a g r e e m e n t  e x i s t s  w h e n  a s k e d  i f  t h i s  w a s  a  c o r r e c t  
e v a l u a t i o n  w i t h  t h e  b e n e f i t  of  h i n d s i g h t ,  o n l y  t w o  c h a n g e s  w e r e  s u g g e s t e d
(1) O b s e r v e r  4 c o n s i d e r e d  t h a t  a  m a j o r  s t r e n g t h  n o t  r e c o g n i s e d  
a t  t h e  t i m e  w a s  t h e  s u p p o r t  of  J e s s e l s ,  p a r t i c u l a r l y  w i t h  r e f e r e n c e  
t o  f i n a n c e .
(2) O b s e r v e r  2 w o u l d  c h a n g e  t h e  r a n k i n g s  of  t h e  tw o  s t r e n g t h s
s p e c i f i e d .
A  n u m b e r  o f  p o i n t s  r e q u i r e  f u r t h e r  e x p l a n a t i o n  :
(a)  T h e  f i n a n c i a l  w e a k n e s s e s  a s  d e s c r i b e d  by  o b s e r v e r  1 
w e r e  a  f u n c t i o n  of  t h e  c y c l i c a l  n a t u r e  of  t h e  b u s i n e s s ,  
a n d  t h u s  of  p r o f i t a b i l i t y .
(b) O b s e r v e r  2 d e s c r i b e d  t h e  w e a k n e s s  a s  b e i n g  a  c o m p a n y  
w i t h i n  a  s m a l l  s t a t i c  m a r k e t  in  t h e  n o n - f e r r o u s  f i e l d  
w i t h  c u s t o m e r s  b e i n g  p a r t i c u l a r l y  v u l n e r a b l e  t o  t a k e ­
o v e r  by  c o m p e t i t o r s .
(c)  O b s e r v e r  2 c o n s i d e r e d  t h e  m o n o p o l i s t i c  s u p p l y  o f  s t e e l  
b y  th e  B r i t i s h  S t e e l  C o r p o r a t i o n  to  be  a  r a w  m a t e r i a l  
w e a k n e s s .
(d) A m a j o r  s t r e n g t h  w a s  t h e  k n o w l e d g e  of  m e t a l  f o r m i n g  
p r o c e s s e s .  A m a j o r  w e a k n e s s  w a s  t h e  f a c t  t h a t  n e w e r  
p l a n t ,  u s i n g  c h e a p e r  m a t e r i a l ,  w a s  b e i n g  i n t r o d u c e d  by  
c o m p e t i t o r s .
(e)  T h e  u n d e r s t a n d i n g  of  m a r k e t s  a n d  c u s t o m e r s  a n d  
m a n a g e m e n t  m a r k e t i n g  a b i l i t y  w a s  " n o t  a s  g r e a t  a s  
e v a l u a t e d ,  b u t  t h e  f a c t  t h a t  i t s  i m p o r t a n c e  w a s  r e a l i s e d ,  
w a s  a  s t r e n g t h .  "
(f) T h e  e x i s t i n g  m a n a g e m e n t  w a s  s e e n  a s  b o t h  a  s t r e n g t h  a n d  
a  w e a k n e s s  by  o b s e r v e r s .  T h i s  d i c h o t o m y  i s  s h o w n  in  
T a b l e  9.
S T R E N G T H W E A K N E S S
O b s e r v e r  1 B r a i n s  & a b i l i t y M a n a g e m e n t  s t r u c t u r e
O b s e r v e r  2 Y o u th  & P o t e n t i a l —
O b s e r v e r  3 ----- P r o d u c t i o n  o r i e n t e d
O b s e r v e r  4 P o t e n t i a l P r o d u c t i o n  o r i e n t e d
No e x p e r i e n c e  in d e a l i n g
w i t h  a c q u i s i t i o n
T A B L E  9 - S T R E N G T H S  A N D  W E A K N E S S E S  O F  M A N A G E M E N T
S E C T IO N  3 - C O N C E N T R A T IO N
3. 1
A l l  e x c e p t  o b s e r v e r  3 w e r e  of  t h e  o p i n io n  t h a t  f o r m a l  c r i t e r i a  
f o r  c h o i c e  w e r e  s e t  up  p r i o r  to  t h e  d e c i s i o n  to  a c q u i r e  R i g b y ,  
a l t h o u g h  d i s a g r e e m e n t  e x i s t e d  a s  to  t h e i r  f o r m .  T a b l e  10 
i l l u s t r a t e s  :
C r i t e r i a O b s e r v e r  1 O b s e r v e r  2 O b s e r v e r  4 C o n s e n s u s  * 
2
“  3
P r o f i t a b i l i t y 2
E f f e c t  on  P / E 1 1 1 7
T y p e  of  p r o d u c t s 2 3 7
T y p e  of  m a r k e t s 5
C u s t o m e r s 6
C h a n n e l s 7
R a w  m a t e r i a l s 3
P r o c e s s e s 4 2 7
M a n a g e m e n t 8
T A B L E  10 - RA N K IN G  O F  A C Q U IS IT I O N  C R I T E R I A
* I n s u f f i c i e n t  a g r e e m e n t  e x i s t e d  t o  e s t a b l i s h  a n  o r d e r  
o f  r a n k i n g .
3. 2
T h e  l a r g e  n u m b e r  of  c r i t e r i a  s p e c i f i e d  by  o b s e r v e r  1 i s  c o n s i s t e n t  
w i t h  h i s  v i e w  t h a t  t h e  p l a n n i n g  s y s t e m  h e  d e s c r i b e d  p r e v i o u s l y ,  d id
n o t  s i g n a l  a  n e e d  f o r  a c q u i s i t i o n  a n d  d id  n o t  h i g h l i g h t  p o s s i b l e  
a r e a s  f o r  a c q u i s i t i o n  s e a r c h .  H o w e v e r ,  t h e y  a r e  i n c o n s i s t e n t  
w i t h  t h e  v i e w  t h a t  t h e  c o m p a n y  d i d  n o t  s e e k  a n y  f o r m  of  
s y n e r g y .
3. 3
W h e n  a s k e d  i f  t h e  c r i t e r i a  s p e c i f i e d  w e r e  c o r r e c t  w i t h  t h e  
b e n e f i t  o f  h i n d s i g h t ,  o b s e r v e r s  2 a n d  4 w e r e  s a t i s f i e d .  O b s e r v e r  
3 w o u l d  h a v e  c r e a t e d  a  f o r m a l  l i s t  o f  c r i t e r i a ,  a n d  o b s e r v e r  1 
w o u l d  a d d  o n e  c a t e g o r y  of  s i z e  w h i l s t  s i g n i f i c a n t l y  a l t e r i n g  t h e  
r a n k i n g s  ( S p e a r m a n ' s  R h o  = 0. 15, 5% S L  = 0. 6). T a b l e  11
s h o w s  t h e  e x t e n t  of  d i s a g r e e m e n t  a m o n g s t  e x e c u t i v e s  a s  to  t h e  
c o r r e c t  c r i t e r i a .  It i s  w o r t h  n o t i n g  h o w e v e r ,  t h a t  a l l  o b s e r v e r s  
c l a s s i f y  t h e  c o n s e n s u s  i t e m  ( e f f e c t  on P / E  r a t i o )  a s  t h e  m o s t  
i m p o r t a n t .
C r i t e r i a O b s e r v e r  1 O b s .  2 O b s .  3 O b s .  4 C o n s e n s u s
_  3 
“  4
P r o f i t a b i l i t y 2 2
E f f e c t  on  P f  E 1 1 1 1
S i z e 2 4
T y p e  o f  p r o d u c t s 3 3
T y p e  o f  m a r k e t s 5
C u s t o m e r s 8
C h a n n e l s 9
R a w  m a t e r i a l s 6
P r o c e s s e s 7 2
M a n a g e m e n t 4 3
T A B L E  11 - " ID E A L "  ACQUISITION C R IT E R IA
S E C T IO N  4 - T H E  BID
4.  1
A l l  o b s e r v e r s  a g r e e d  t h a t  t h e  b i d  t o o k  t h e  f o r m  of  a  d i r e c t  
a p p r o a c h  to  t h e  c h a i r m a n  of  R i g b y ' s ,  b e i n g  d e t e r m i n e d  by  
t h e  p e r s o n a l  t i e s  w h i c h  h a d  e x i s t e d  b e t w e e n  t h e  t w o  c o m p a n i e s  
f o r  m a n y  y e a r s ,  a n d  t h e  f a c t  t h a t  i t  w a s  a  f a m i l y  b u s i n e s s .
4 . 2
T h e  c o m p a n y  w a s  a c q u i r e d  by  i s s u i n g  c o n v e r t i b l e  l o a n  s t o c k  
w i t h  a  c a s h  o p t io n .  T h i s  w a s  c h o s e n  in  v i e w  of  i t s  c o m p a r a t i v e  
l ow  c o s t ,  a n d  t h e  f a c t  t h a t  e a r n i n g s  p e r  s h a r e  w o u l d  b e  
b o o s t e d  in  t h e  s h o r t  t e r m .  T h i s  i s  c o n s i s t e n t  w i t h  t h e  p r e ­
a c q u i s i t i o n  c r i t e r i o n  of  t h e  " e f f e c t  on P / E  r a t i o " .
4 .  3
A l t h o u g h  c o n s e n s u s  e x i s t e d  a s  to  t h e  r e l a t i v e  c o s t ,  c o m p l e t e  
a g r e e m e n t  d id  no t ,  a s  T a b l e  12 s h o w s .
. ' E '
O b s e r v e r  1 O b s .  2 O b s .  3 O b s .  4 C o n s e n s u s
P r e m i u m  o v e r  
p r e - b i d  p r i c e  ?
YES YES c a n ' t
r e m e m ­
b e r
YES YES
P r e m i u m  o v e r  
n e t - a s s e t  v a l u e  ?
NO c a n ' t
r e m e m ­
b e r
YES YES X
N e c e s s a r y  t o  r a i s e  
m a x i m u m  p r i c e  ?
NO YES NO NO NO
T A B L E  12 - R E L A T I V E  C O S T  O F  BID
T h e  c o n f u s i o n  o v e r  the  s e c o n d  q u e s t i o n  a s  to  a  p r e m i u m  o v e r  n e t - a s s e t  
v a l u e  i s  a c c e n t u t a t e d  by  t h e  f a c t  t h a t  o b s e r v e r  1 w a s  t h e  F i n a n c i a l  
D i r e c t o r  , r e s p o n s i b l e  f o r  t h e  d e t a i l e d  f i n a n c i a l  n e g o t i a t i o n s .
S E C T IO N  5 - P O S T - M E R G E R  A CTIO N
5. 1
V a r y i n g  l e v e l s  of  a g r e e m e n t  p r e v a i l e d  w i t h  r e g a r d  to  t h e  
e x t e n t  o f  p l a n n e d  a c t i o n  p r e - m e r g e r ,  a n d  t h e  e x t e n t  t o  w h i c h  
i t  w a s  o r  w a s  no t  c a r r i e d  ou t .  T h e  a c t i o n  i s  s p e c i f i e d  b e lo w .
(a)  A s s e t  s t r u c t u r e  ; T w o  e x e c u t i v e s  e x p l a i n e d  t h a t  s o m e
of  t h e  a s s e t s  w e r e  s t r i p p e d ,  t h e  
r e m a i n i n g  t w o  s t a t i n g  t h a t  no  a c t i o n  
h a d ,  a s  a t  t h e  t i m e  o f  t h e  i n t e r v i e w ,  
b e e n  t a k e n .  One  of  t h e  l a t t e r  did ,  
h o w e v e r ,  v i e w  t h i s  a s  n e c e s s a r y  in 
t h e  f u t u r e .
(b) M a r k e t i n g  : A l l  o b s e r v e r s  d e s c r i b e d  a n  a n a l y s i s
of  c o m p a n y  s a l e s  a n d  a n  i n c o r p o r a t i o n  
o f  t h e  s a l e s  o r g a n i s a t i o n  i n t o  t h a t  of 
t h e  p a r e n t  c o m p a n y .
(c)  P r o d u c t s  : T w o  e x e c u t i v e s  s t a t e d  t h a t  t h e  p r o d u c t
l i n e  w a s  p r u n e d ,  b u t  d i s a g r e e d  w h e t h e r  
t h i s  h a d  b e e n  p l a n n e d  b e f o r e  t h e  
a c q u i s i t i o n  t o o k  p l a c e .  T h e  r e m a i n i n g  
t w o  e x e c u t i v e s  p e r c e i v e d  n o  a c t i o n  to  
h a v e  b e e n  t a k e n  in  t h i s  a r e a ,  b u t  a l s o  
d i s a g r e e d  a s  to  w h e t h e r  t h e  i n a c t i o n  w a s  
p r e - p l a n n e d .  T a b l e  13 i l l u s t r a t e s  :
P r u n e d  P r o d u c t  
L in e
N o  A c t i o n
P r e - p l a n n e d  
N o t  p r e - p l a n n e d
O b s e r v e r  1 
O b s e r v e r  4
O b s e r v e r  3 
O b s e r v e r  2
T A B L E  13 - O B S E R V E R ' S  P E R C E P T I O N  W I T H  R E G A R D  
T O  A C T I O N  ON P R O D U C T  L IN E
( d ) P r o d u c t i o n  : A l m o s t  c o m p l e t e  a g r e e m e n t  e x i s t e d  
t h a t  no  a c t i o n  t o o k  p l a c e  - only- 
e x e c u t i v e  1 w a s  in  d i s a g r e e m e n t .
( e ) O r g a n i s a t i o n A l l  a g r e e d  t h a t  t h e  a c t i o n  t a k e n  in  
t h i s  a r e a  w a s  t w o f o l d  -
(1) T h e  e x i s t i n g  B o a r d  w a s  s a c k e d  
a n d  t h e  m a n a g e m e n t  r e - d e p l o y e d .
(2) R i g b y ' s ,  w h i c h  w a s  o r i g n a l l y  11 
d i f f e r e n t  c o m p a n i e s  b e c a m e  one  
d i v i s i o n  o f  J o h n s o n ,  w i t h  t h e  e x c e p t i o n  
o f  t h e  s p e c i a l  s e c t i o n s  a n d  s i n t e r e d  
d i v i s i o n s ,  w h i c h  c o n t i n u e d  t o  o p e r a t e  
a s  J o h n  R i g b y  & S o n s  L t d  #
T h e  P r o d u c t i o n  M a n a g e r  w a s  r e p l a c e d .
(f) C o n t r o l  s y s t e m s A c c o u n t i n g  a n d  c o n t r o l  s y s t e m s  w e r e  
i n s t a l l e d ,  n o n e  b e i n g  in  o p e r a t i o n  
p r e v i o u s l y .
5. 2
T h e  e x t e n t  of  a g r e e m e n t  w i th  r e g a r d  t o  b o t h  a c t i o n  a n d  p l a n n i n g  i s  
s u m m a r i s e d  in  T a b l e  14.
A c t i o n  A r e a A c t i o n
C o n s e n s u s
P l a n n e d  ?
A s s e t s NO No C o n s e n s u s
M a r k e t i n g YES YES
P r o d u c t s NO No C o n s e n s u s
P r o d u c t i o n YES YES
O r g a n i s a t i o n YES YES
C o n t r o l  S y s t e m s YES No C o n s e n s u s
T A B L E  14 - P O S T - A C Q U I S I T I O N  A C T I O N  
5. 3
A l l  e x e c u t i v e s  c o n s i d e r e d  t h a t  t h e  a c t i o n  w h i c h  t h e y  p e r c e i v e d  
t o  h a v e  t a k e n  p l a c e  w a s  c o r r e c t  w i th  t h e  b e n e f i t  o f  h i n d s i g h t .  
H o w e v e r ,  a l l  f e l t  t h a t  m o r e  a c t i o n  w a s  n e c e s s a r y  t h a n  h a d  
b e e n  a n t i c i p a t e d .  T h i s  w a s  p a r t i c u l a r l y  s o  in  t h e  a r e a  o f  c o n t r o l  
s y s t e m s ,  a s  no  f o r m a l  p r o d u c t  i n f o r m a t i o n  e x i s t e d  a t  a l l  p r i o r  
to  a c q u i s i t i o n .
5 . 4
T h e  l a t t e r  p o i n t  w a s  a  l a r g e  c o n t r i b u t o r y  f a c t o r  in  d e t e r m i n i n g  
t h e  l e n g t h  o f  t i m e  t a k e n  t o  c o m p l e t e  a l l  t h e  c h a n g e s  p l a n n e d .  A l l  
e x e c u t i v e s  a g r e e d  t h a t  i t  t o o k  a l m o s t  d o u b l e  t h e  t i m e  p l a n n e d  to  
i n c o r p o r a t e  R i g b y ' s  i n to  J o h n s o n ' s  t h a n  h a d  b e e n  o r i g i n a l l y  
a n t i c i p a t e d .
5. 5
T h e r e  w a s  c o m p l e t e  a g r e e m e n t  t h a t  a c q u i s i t i o n  h a d  b e e n  a  s u c c e s s ,  
t h e  c r i t e r i a  f o r  s u c c e s s  b e i n g  d e s c r i b e d  a s
(a)  " W e  h a v e  m o r e  p r o f i t s  n o w  "
" W e  h a v e  a c h e i v e d  m o s t  of  t h e  f i n a n c i a l  
r e q u i r e m e n t s  a n d  w e  h a v e  a  w i d e r  p r o d u c t  
r a n g e . "
" I t  w a s  a  v a l u a b l e  e x p e r i e n c e "
" I t  w i l l  b e  e v e n t u a l l y ,  a n d  t h e  b e n e f i t s  w i l l  
p r o b a b l y  b e  b e t t e r  t h a n  w e  i m a g i n e d .  11
T h e  g r o u p  m a n u f a c t u r e s  b i t u m i n o u s  a n d  p l a s t i c  d a m p  c o u r s e s ,  r o o f i n g  
f e l t  a n d  p l a s t i c  p l u m b i n g  a c c e s s o r i e s ,  a n d  c o n t r a c t s  f o r  r o o f i n g  a n d  
c l a d d i n g  of  b u i l d i n g s .  T h e  a c q u i s i t i o n  d i s c u s s e d ,  m a d e  in  J u n e  1971 ,  i s  
t h a t  o f  a n  I r i s h  p r i v a t e l y  o w n e d  c o m p a n y ,  V u l c a n i t e ,  m a n u f a c t u r e r s  of  
r o o f i n g  f e l t ,  d a m p  c o u r s e  a n d  c a r p e t  f e l t  i n  a d d i t i o n  t o  b e i n g  r o o f i n g  
c o n t r a c t o r s .
O B S E R V E R S  IN T E R V IE W E D
O B S E R V E R P O S I T I O N No. Y e a r s
In  J o b In C o m p a n y
1 C h a i r m a n 3 3 i
2 M a n a g i n g
D i r e c t o r N  A N A
R U B E R O I D  : F I N A N C I A L  ANALYSIS
( £ ' 0 0 0 ) 1967 1968 1969 1970 1971
T u r n o v e r 8, 731 8, 953 9, 587 10,  433 1 2 , 5 8 3
N e t  W o r t h 3, 360 3 , 4 5 8 3, 117 4, 329 4, 651
N e t  A s s e t s 4, 390 4,  4 75 4,  123 5, 321 6, 293
P B I T 687 613 376 449 7 71
P A T 324  • 340 2 08 247 4 0 4
N o . S h a r e s  ( ’000) 4, 200 4,  200 4, 200 4, 200 4, 920
No.  E m p l o y e e s N A 1750 1752 1680 1929
G r o s s  M a r g i n 7 . 9 6 . 9 3 . 9 4 . 3 6. 1
N e t  M a r g i n 3.  7 3.  8 2.  2 2 . 4 3. 7
R e t u r n  on n e t  a s s e t s 15. 7 13. 7 9. 1 8. 5 12.  2
R e t u r n  on n e t  w o r t h 9. 5 9.  8 6. 7 5 . 7 6 . 4
A s s e t  T u r n o v e r 2.  0 2.  0 2.  3 2 .  0 2. 0
C u r r e n t  R a t i o 2.  3 2.  1 2 .  1 2 . 2 2.  3
A c i d  T e s t 1 . 6 1. 7 1 . 6 1. 8 2. 0
D e b t o r s  ( d a y s ) 105 126 116 105 98
G e a r i n g  (%) 19 18 19 13 19
D i v i d e n d  C o v e r 1. 29 1 . 3 5 1. 32 1 . 3 4 1. 64
T u r n o v e r /  e m p l o y e e  
( £ )
NA 5, 100 5,  500 6, 200 6, 500
N e t  A s s e t s  p e r  s h a r e  
( £ )
1. 05 1. 07 0. 98 1 . 2 7 1. 28
E a r n i n g s  p e r  s h a r e  
(P)
7. 71 8. 10 4 .  95 5.  89 7. 92
U B E R O ID  : M A R K E T  D ATA B O T  4 6 / 4
1967 1968 1969 1970 1971
S I Z E R O I S I Z E R O I S I Z E R O I S I Z E R O I S I Z E R O I
. e d l a n d 4 7 .  16 14. 2 45 .  67 17.  6 46 .  80 16. 5 51 .  53 14. 5 65.  45 18. 1
i e p w o r t h  C e r a m i c s N F N F N F N F N F N F 4 9 . 9 9 17. 7 60.  66 17. 6
■ P B  I n d u s t r i e s 43 .  21 11. 9 52. 16 18. 0 58. 16 17. 0 6 2 . 4 7 12. 8 68.  37 12. 6
k a r l e y 57 .  51 14. 1 68. 34 15.  3 70. 59 11. 2 74.  06 9. 2 84.  24 20.  2
t ap e  A s b e s t o s 32 .  39 9 .4 35.  86 13.  3 40 .  55 13. 6 4 5 . 6 7 11. 6 50.  16 12. 8
[ n i v e r s a l  G r u n d i n g - 12. 1 9. 00 16. 3 21.  88* 20.  5 2 2 . 8 9 19. 8 22.  12 16. 2
i a t h  & P o r t l a n d 30.  8 10. 3 34. 6 7 . 3 39.  4 6 . 9 33 .  5 7. 3 30 .  50 10. 5
c e n t r a l  M a n u f a c t u r -  
►g
2. 02 33.  5 4. 69 17. 0 7. 07 1 7 . 4 1 0 . 8 3 17. 9 19. 08 22 .  0
h e r m a l  S y n d i c a t e 2. 95 13. 3 3. 23 10. 1 3. 85 18. 2 4 . 3 4 18. 9 3. 87 8. 5
I r o s s l e y  B u i l d i n g  
h o d u c t s
- 10. 4 7. 07 10.  8 6. 85 7. 0 7 . 7 3 11. 4 9 . 4 1 19. 6
• a n b u r y  B u i l d i n g s - 24.  1 4. 21 2 4 . 9 4. 73 25 .  9 5.  01 24 .  3 5. 66 23.  5
Ltlas S t o n e 3. 58 23.  1 4.  07 23 .  5 4.  00 18. 3 4 .  64 17.  3 5. 72 21.  8
tfar s h a l l ( T h o m a s ) 3 . 4 5 23.  3 3. 87 2 6 .  2 5. 99 18.  8 7.  67 20 .  8 8. 73 24.  6
f a t i o n a l  S t a r  B r i c k  
n d  T i l e
- 11. 1 - 12.  3 - 6. 3 NI NI N I NI
f e t t e r n  B r o t h e r s 4.  53 10.  8 4. 65 9 . 4 4.  92 4.  1 5.  01 4.  6 5. 60 1 4 . 4
l o l e r  P r o d u c t s 19. 0 1. 45 14.  8 1. 51 9 . 4 A A A A
l l o c k l e y s 0 . 4 7 - 0. 57 11.  5 0. 57 8. 1 0. 76 13.  9 0. 94 10. 1
J a g g e r i d g e  B r i c k 1. 23 22.  3 1. 44 23 .  1 1. 43 20.  9 1 . 4 6 14.  9 1. 84* 18. 6
^ o t t n e s s  I n d u s t r i e s 0. 93 1 . 4 1. 04 6. 1 1. 24 7 . 9 1. 50 7. 6 1. 59 L o s s
"EB (GB) 2.  29 25 .  8 3. 17 18.  6 3. 41 12.  6 3.  67 14.  1 4.  36 21.  0
h e f f i e l d  B r i c k - - - - - 12. 2 - 10.  5 - 10. 3
m g l o  A m e r i c a n  
a s p h a l t
- 10. 3 2.  03 1 0 . 4 1. 69 4.  0 1. 87 L o s s NI NI
[ e w i t t  J  & S o n 0. 49 13. 6 0. 51 1 5 . 4 0. 59 15.  6 0. 77 16.  1 0. 98 15.  1
J r o w t h e r  W - - 0 . 4 9 5 1 . 9 0. 46 55.  9 0 . 3 9 44 .  7 0. 58 55.  5
* e s t i m a t e d
R U B E R O ID  : M A R K E T  ANALYSIS
S I Z E  ( £ ’000)
Y E A R S A M P L E
N U M B E R
M E D I A N M E A N S . D R U B E R O I D S C O R E
1967 15 3. 45 15. 5 2 0 . 4 8. 73 - 0 . 3 3
1968 21 3. 87 13. 7 19. 8 8. 95 - 0 . 2 4
1969 21 4. 73 15. 5 21 .  6 9. 59 - 0 . 2 7
1970 21 5. 01 18. 9 23 .  6 10. 43 - 0. 36
1971 20 7. 19 22.  5 26 .  2 12. 58 - 0. 39
R O C E  (%)
Y E A R S A M P L E
N U M B E R
M E D I A N M E A N S . D . R U B E R O I D S C O R E
1967 20 12. 7 15. 7 6. 5 15. 7 0. 00
1968 22 15. 0 17. 0 9 . 5 13. 7 - 0 . 3 5
1969 23 13. 6 14. 7 11.  3 9. 1 - 0. 50
1970 22 14. 2 15. 0 8 . 7 8. 5 - 0 . 7 5
1971 21 17. 6 17. 7 10. 5
.
12. 2 - 0. 52
S E C T IO N  1 : T R IG G E R
1. 1
B o t h  e x e c u t i v e s  i n t e r v i e w e d  a g r e e d  t h a t  t h e  s y s t e m  f o r  r e v i e w i n g  c o r p o r a t e  
p e r f o r m a n c e  in  o p e r a t i o n  p r i o r  t o  t h e  a c q u i s i t i o n  d i s c u s s e d  w a s  c o m p l e t e l y  
f o r m a l  a n d  r e g u l a r .
T h e  a r e a s  c o v e r e d  w e r e  :
P r i m e  c o m p a n y  o b j e c t i v e s  
E x t e r n a l  c o n s t r a i n t s  
C o r p o r a t e  s t r e n g t h s  a n d  w e a k n e s s e s  
P r o d u c t / M a r k e t  s t r a t e g y  
F i n a n c i a l  P e r f o r m a n c e
1. 2
T h i s  r e g u l a r  m o n i t o r i n g  s y s t e m  h a d  s i g n a l l e d  a  n e e d  to  c o n s i d e r  a c q u i s i t i o n  
a l t h o u g h  O b s e r v e r s  d i s a g r e e d  on t h e  e x a c t  n a t u r e  of  t h e  s i g n a l .  O b s e r v e r  1 
d e s c r i b e d  t h r e e  m a j o r  f a c t o r s  :
(1) a n  i n c r e a s i n g  a w a r e n e s s  of  g a p s  in  t h e  p r o d u c t  l i n e
(2)  i n c r e a s i n g  c o s t s  o f  r a w  m a t e r i a l s  a n d  d i s t r i b u t i o n  w h i c h  w e r e  
d u e  to  t h e  c o m p a n y  o w n in g  o n ly  tw o  m a n u f a c t u r i n g  p l a n t s  l o c a t e d  
in  S c o t l a n d  a n d  L o n d o n
(3)  a  s u g g e s t i o n  f r o m  a  t h i r d  p a r t y  t h a t  V u l c a n i t e  c o u l d  b e  i n t e r e s t e d  
in  d i s c u s s i n g  a  p o s s i b l e  a c q u i s i t i o n .
O b s e r v e r  2 d e s c r i b e d  a n  i n c r e a s i n g  a w a r e n e s s  t h a t  t h e  I n d u s t r y  n e e d e d  r a t i o n a l ­
i s a t i o n  - " t o o  m a n y  c o m p a n i e s ,  to  m u c h  p r o d u c t i o n " .
S E C T IO N  2 : E L IM IN A T IO N
2 . 1
O b s e r v e r s  a g r e e d  t h a t  t h e  s i g n a l s  a s  d e s c r i b e d  in  t h e  p r e v i o u s  s e c t i o n  d id  
d i r e c t  t h e  a c q u i s i t i o n  s e a r c h  to  c o m p a n i e s  c o m p e t i n g  in  t h e  s a m e  m a r k e t s  
a s  R u b e r o i d ,  a n d  t h a t  a  f o r m a l  i n t e r n a l  a u d i t  c o v e r i n g  t h e  f o l l o w i n g  a r e a s  
h a d  b e e n  c o n d u c t e d  :
1 An  e v a l u a t i o n  of  t h e  c o n c e p t  of  t h e  b u s i n e s s
2 A n  a p p r a i s a l  of c o r p o r a t e  o b j e c t i v e s
3 A n  a n a l y s i s  of  c o r p o r a t e  s t r e n g t h s  a n d  w e a k n e s s e s .
A s  a  r e s u l t  of  t h i s  a n a l y s i s ,  t h e  c o m p a n y  h a d  c o n s c i o u s l y  c h o s e n  to  s e a r c h  
f o r  a c q u i s i t i o n s  w h i c h  m a t c h e d  s t r e n g t h s  o r  e l i m i n a t e d  w e a k n e s s e s ,  a l t h o u g h  
O b s e r v e r  1 e x p l a i n e d  t h a t  t h i s  o n l y  a p p l i e d  t o  t h e  m a n a g e m e n t  a r e a .
2 . 2
C o n c e p t  of  t h e  B u s i n e s s
A l t h o u g h  e x e c u t i v e s  a g r e e d  in  b r o a d  t e r m s  o n  t h e  r e s u l t s  of  t h i s  a n a l y s i s ,  
O b s e r v e r  1 w a s  m o r e  s p e c i f i c  t h a n  O b s e r v e r  2, v iz .
O b s e r v e r  1 : P a p e r  f l u t i n g ,  s l a t i n g  f e l t s  a n d  b u i l d i n g  c o n t r a c t i n g
O b s e r v e r  2 : B u i l d i n g  p r o d u c t s  a n d  c o n t r a c t i n g .
2. 3
C o m p a n y  O b j e c t i v e s
S o m e  v a r i a t i o n  in  e m p h a s i s ,  p a r t i c u l a l r y  in  t h e  m a r k e t i n g  a r e a ,  a l s o  o c c u r r e d  
w h e n  e x e c u t i v e s  w e r e  a s k e d  to  d e s c r i b e  t h e  t y p e s  of  c o m p a n y  o b j e c t i v e s  w h i c h  
w e r e  s p e c i f i e d  p r i o r  to  t h e  a c q u i s i t i o n .
T a b l e  1 i l l u s t r a t e s
O b s e r v e r  1 O b s e r v e r  2 11 C o n s e n s u s  
(= 2 / 2 )
F i n a n c i a l  :
P r o f i t a b i l i t y V i s/1
M a r k e t i n g  :
P e n e t r a t i o n V  2
P r o d u c t  d e v e l o p m e n t V 2
M a r k e t  d e v e l o p m e n t s/2
C u s t o m e r  S e r v i c e 7 3
C o r p o r a t e  :
C o m p a n y  I m a g e s/3
T A B L E  1 : R A N K IN G  O F  P R I M E  C O M P A N Y  O B J E C T I V E S
W i t h  th e  b e n e f i t  of  h i n d s i g h t ,  b o t h  o b s e r v e r s  f e l t  t h a t  t h e  o b j e c t i v e s  w h i c h  
t h e y  h a d  d e s c r i b e d  h a d  b e e n  t h e  c o r r e c t  o n e s  f o r  t h e  c o m p a n y  a t  t h a t  t i m e .
2. 4
S t r e n g t h s  a n d  W e a k n e s s e s
T h e r e  w a s  c o m p l e t e  d i s a g r e e m e n t  b e t w e e n  t h e  tw o  e x e c u t i v e s  w h e n  a s k e d  
t o  d e s c r i b e  t h e  r e s u l t s  o f  t h e  p r e - a c q u i s i t i o n  s t r e n g t h s  a n d  w e a k n e s s  
a n a l y s i s .
T a b l e  2 i l l u s t r a t e s  t h i s  p o i n t
S T R E N G T H S W E A K N E S S E S
O b s e r v e r
1
O b s e r v e r
2
C o n s e n s u s i
i i
j o b s e r v e r
1
j O b s e r v e r
2
! -. . .
C o n s e n s u s ;
M a r k e t i n g  *
P r o d u c t s V 2
M a r k e t i n g  t e c h n i q u e s N V 2 N
P r o d u c t i o n  :
O O
R e s e a r c h  & d e v e l o p ­ VI
m e n t c C
P r o d u c t i o n  M a n p o w e r V2 = o os k i l l s
S u b -  c o n t r a c t i n g V 2=
N N
s k i l l s s s
D i s t r i b u t i o n E V i = E
P l a n t  L o c a t i o n N V 1 = N
C o r p o r a t e  : S S
M a n a g e m e n t V2 U VI U
I m a g e VI s s
C o n t r o l  S y s t e m s V3
T A B L E  2 : C O R P O R A T E  S T R E N G T H S  A N D  W E A K N E S S E S
T w o  p o i n t s  r e q u i r e  f u r t h e r  e x p l a n a t i o n  :
( a )  T h e  m a n a g e m e n t  s t r e n g t h  d e s c r i b e d  b y  O b s e r v e r  1 w a s  a  f u n c t i o n  of  
v e r y  h i g h  m o r a l e  w h i l s t  t h e  w e a k n e s s  w a s  o n e  of  s t r u c t u r e  - " t o o  
m a n y  B o a r d s ,  t o o  m a n y  G e n e r a l s .  11
(b)  O b s e r v e r  2 e x p l a i n e d  t h a t  t h e  e x i s t i n g  p r o d u c t  l i n e  w a s  i n c o m p l e t e  
a s  i t  d id  n o t  c o v e r  a l l  t h e  m a j o r  m a r k e t s .
It i s  w o r t h  n o t i n g  t h a t  t h e  p r o d u c t i o n  w e a k n e s s e s  of  i n s u f f i c i e n t  p l a n t  a n d  h i g h  
d i s t r i b u t i o n  c o s t s  d e s c r i b e d  by  O b s e r v e r  2 w e r e  t h e  m a j o r  a c q u i s i t i o n  s i g n a l  
f a c t o r s  a s  d e s c r i b e d  by  O b s e r v e r  1.
W h e n  a s k e d  to  c o m m e n t  on t h i s  a n a l y s i s  w i t h  t h e  b e n e f i t  of  h i n d s i g h t ,  b o t h  
e x e c u t i v e s  f e l t  t h a t  t h e i r  o w n  p e r c e p t i o n s  w e r e  a n  a c c m r a t e  d e s c r i p t i o n  o f  
c o r p o r a t e  s t r e n g t h s  a n d  w e a k n e s s e s  a t  t h a t  t i m e .
S E C T IO N  3 : C R IT E R IA
3. 1
C o n s i s t e n t  w i t h  t h e i r  p r e v i o u s  a n s w e r s ,  b o t h  e x e c u t i v e s  a g r e e d  t h a t  t h e  m a j o r  
p o i n t s  c o n s i d e r e d  p r i o r  t o  a  f i n a l  d e c i s i o n  w e r e  p l a n t  l o c a t i o n ,  r e s u l t a n t  
d i s t r i b u t i o n  c o s t s  a n d  p r o d u c t  f i t .  V u l c a n i t e  f i t t e d  t h e s e  r e q u i r e m e n t s  e x a c t l y  
a s  t h e  c o m p a n y  o w n e d  p l a n t s  in  W i g a n  a n d  B e l f a s t  a n d  t h e i r  p r o d u c t s  a n d  
t h e i r  c o n t r a c t i n g  b u s i n e s s  w a s  c o m p l e t e l y  c o m p l i m e n t a r y  - " t h e y  d i d  s m a l l ,  
l o c a l  c o n t r a c t i n g "  ( O b s e r v e r  2). T a b l e  3 s h o w s  t h e  c o m p l e t e  l i s t  of  c r i t e r i a  
a p p l i e d  to  a l l  p o s s i b i l i t i e s  a s  d e s c r i b e d  b y  e a c h  e x e c u t i v e .
O b s e r v e r  1
1
O b s e r v e r  2 C o n s e n s u s  * 
( = 2 / 2 )
F i n a n c i a l  :
E f f e c t  on  g e a r i n g 4=
C o s t 4=
M a r k e t i n g  :
T y p e  of  p r o d u c t s 1 2 = V
T y p e  of  m a r k e t s 2 =
E f f e c t  on  m a r k e t  s h a r e 3
P r o d u c t i o n  :
R a w  m a t e r i a l  s o u r c e s 4=
D i s t r i b u t i o n  f a c i l i t i e s 2 1 = V
P l a n t  L o c a t i o n 4= 1 = 7
T A B L E  3 : C R I T E R I A
* i n s u f f i c i e n t  a g r e e m e n t  to  e s t a b l i s h  a n  o r d e r  of  r a n k i n g .
S E C TIO N  4 ; T H E  B ID
4, 1
A t h i r d  p a r t y  i n d i c a t e d  t o  t h e  R u b e r o i d  e x e c u t i v e  t h a t  V u l c a n i t e  c o u l d  b e  
r e c e p t i v e  to  a n  a c q u i s i t i o n  p r o p o s a l  a n d  a s  a  r e s u l t  o f  t h i s ,  a  d i r e c t  a p p r o a c h  
w a s  m a d e  to  t h e  o w n e r s  of  t h e  c o m p a n y .  V u l c a n i t e  w a s  a  p r i v a t e ,  f a m i l y  
o w n e d  o r g a n i s a t i o n .
4. 2
P a y m e n t  w a s  m a d e  b y  c o n v e r t i b l e  s t o c k  a n d  o r d i n a r y  s t o c k  ( r a t i o  9 :1 )  w i t h  
a  c a s h  o p t i o n  ; t h e  d e a l  b e i n g  u n d e r w r i t t e n  b y  S l a t e r  W a l k e r .
4. 3
A  m a r g i n a l  p r e m i u m  o v e r  n e t  a s s e t  v a l u e  w a s  p a id ,  a l t h o u g h  i t  w a s  n o t  
n e c e s s a r y  f o r  R u b e r o i d  e x e c u t i v e s  t o  r a i s e  t h e i r  m a x i m u m  p r i c e .
S E C T I O N  5 : P O S T -A C Q U IS IT IO N
5 , 1
T h e  p o s t - a c q u i s i t i o n  a c t i o n  d e s c r i b e d  b y  t h e  t w o  e x e c u t i v e s  i s  d e t a i l e d  b e l o w  :
C o r p o r a t e  : V u l c a n i t e  r e m a i n e d  a s  a  s e p a r a t e  u n i t ,  b u t  
a s  t h e  e x i s t i n g  M a n a g i n g  D i r e c t o r  w a s  
i n c a p a b l e  o f  d e l e g a t i n g  d e c i s i o n s ,  h e  w a s  
r e p l a c e d  a n d  n e w  f o r m a l i s e d  m a n a g e m e n t  
p o s t s  w e r e  i n t r o d u c e d .
O r g a n i s a t i o n T h e  m a n a g e m e n t  s t r u c t u r e  w a s  f o r m a l i s e d .
M a r k e t i n g  : A s  t h e  p r o d u c t s  o f  t h e  t w o  c o m p a n i e s  v a r i e d  
i n  t y p e  a n d  q u a l i t y ,  t h e  V u l c a n i t e  p r o d u c t s  
a n d  s a l e s  f o r c e  w e r e  r e t a i n e d ,  ( O b s e r v e r  2). 
O b s e r v e r  1 e x p l a i n e d  t h a t  t h e  m a r k e t i n g  
a p p r o a c h  w a s  c h a n g e d ,  s a l e s m e n  w e r e  
r e t r a i n e d ,  t h e  S a l e s  D i r e c t o r  w a s  s a c k e d  
a n d  p r o d u c t s  w h i c h  h a d  no  m a r k e t  p e n e t r a t i o n  
w e r e  p r u n e d .
P r o d u c t i o n  : C o n s i s t e n t  w i t h  p r e - a c q u i s i t i o n  p l a n n i n g ,  
d i s t r i b u t i o n  w a s  r a t i o n a l i s e d ,  r e s u l t i n g  in  t h e  
c l o s i n g  o f  a  s m a l l  n u m b e r  of  d e p o t s .
B o t h  t h e  c o n t r a c t i n g  b u s i n e s s  a n d  p r o d u c t i o n  
p r o c e s s e s  w e r e  r a t i o n a l i s e d ,  m a c h i n e r y  w a s  
m o d e r n i s e d  a n d ,  a s  a  r e s u l t  of  a n  o r g a n i s a t i o n  
a n d  m e t h o d s  s tu d y ,  t h e  p r o d u c t i o n  f l o w  in  t h e  
f a c t o r i e s  w a s  c h a n g e d .
C o n t r o l  S y s t e m s  : E x e c u t i v e s  d i s a g r e e d  on t h e  e x t e n t  of  c h a n g e
in  t h i s  a r e a ,  O b s e r v e r  1 e x p l a i n i n g  t h a t  
e n t i r e l y  n e w  s y s t e m s  w e r e  i n t r o d u c e d  a n d  
O b s e r v e r  2 e x p l a i n i n g  t h a t  i t  h a d  o n ly  
b e e n  n e c e s s a r y  to  m a k e  m i n o r  m o d i f i c a t i o n s  
to  t h e  e x i s t i n g  s y s t e m s  w h i c h  w e r e  " v e r y  
g o o d  .
5. 2
A l t h o u g h  w i t h  t h e  b e n e f i t  of  h i n d s i g h t ,  b o t h  O b s e r v e r s  f e l t  t h a t  t h e  a c t i o n  t a k e n  
h a d  b e e n  c o r r e c t ,  t h e r e  w a s  s o m e  d i s a g r e e m e n t  on  t h e  e x t e n t  of  p r e - a c q u i s i t i o n  
p l a n n i n g .  T a b l e  4 i l l u s t r a t e s  :
A C T I O N  A R E A O b s e r v e r
1
O b s e r v e r
2
C o n s e n s u s
( = 2 / 2 )
A s s e t  S t r u c t u r e YES YES YES
M a r k e t i n g YES YES YES
P r o d u c t s YE S YES YES
P r o d u c t i o n NO YES No C o n s e n s u s
C o r p o r a t e NO NO NO
O r g a n i s a t i o n YES NO No C o n s e n s u s
C o n t r o l  S y s t e m s YES NO* No C o n s e n s u s
T A B L E  4 : WAS A C T I O N  P R E - P L A N N E D  ?
* " W e  d i d ' n t  k n o w  t h e  e x t e n t  of  t h e  p r o b l e m " .
5. 3
T h e  d i s a g r e e m e n t  p e r s i s t e d  w h e n  e x e c u t i v e s  d e s c r i b e d  t h e  l e n g t h  o f  t i m e  t a k e n  
to  s a t i s f a c t o r i l y  c o m p l e t e  a l l  n e c e s s a r y  a c t i o n .  O b s e r v e r  1 e s t i m a t e d  i t  to  h a v e  
t a k e n  a b o u t  3 m o n t h s ,  a n d  O b s e r v e r  2, two  y e a r s .
B o t h  O b s e r v e r s  a g r e e d  t h a t  t h e  a c q u i s i t i o n  h a d  b e e n  a  s u c c e s s ,  a l t h o u g h  
O b s e r v e r  2 m o d i f i e d  t h i s  by  c o m m e n t i n g  t h a t  " w e  h a v e n ' t  f i n i s h e d  y e t .  "
T h e  c r i t e r i a  u s e d  by  b o t h  e x e c u t i v e s  t o  e v a l u a t e  s u c c e s s  w e r e  e x a c t l y  t h e  
s a m e ,  v i z .
" I n c r e a s e d  m a r k e t  p e n e t r a t i o n  a n d  i n c r e a s e d  p r o f i t a b i l i t y ,  w h i c h  e s t a b l i s h e d  
a  d e f e n s i v e  p o s i t i o n .  "
BACKGROUND
The Steetley company is one of Europe's leading makers of heat- 
resisting furnace linings, producing most of its own raw materials 
from dolomite quarries in Wales and magnesia from a sea-v/ater 
plant at Hartlepool. Tne Group is also concerned in road-making 
and building materials and chemicals.
In July 1970, Berk Ltd was acquired. The company manufactured 
a range of products from industrial and fine chemicals to 
foundry bonding materials and micronising plant.
P o s i t io n  Number of
In job
Controller
y e a r s  
I n  company
3h
Financial Director 12 12
S T E E T L E Y  : F I N A N C I A L  ANALYSIS
( £ • 0 0 0 ) 1967 1968 1969 1970 1971
T u r n o v e r 20,  797 26,  519 28,  978 4 7 , 5 4 4 66, 488
N e t  W o r t h 15, 433 16, 320 1 9 , 4 9 5 23,  447 25,  501
N e t  A s s e t s 20,  858 22,  359 2 9 , 7 4 3 39,  553 4 2 , 4 9 4
P B I T 3, 4 3 4 4, 575 4, 791 6, 745 6 , 9 3 1
P A T 1, 715 2, 198 2 , 5 0 9 3, 389 5, 662
N o .  S h a r e s 31,  888 ,  080 31 ,  8 8 8 , 0 0 0 32,  560 ,  000 34,  8 0 0 ,0 0 0 34, 8 0 0 , 00(
N o .  E m p l o y e e s NA 2 435 3 2 4 0 4 8 8 0 4 2 5 8
G r o s s  M a r g i n 16. 5 17. 2 16. 5 14. 2 1 0 . 4
N e t  M a r g i n 8. 3 8. 2 8 . 4 7. 4 8. 5
R e t u r n  on  n e t  
w o r t h
1 1 . 1 13. 5 1 2 . 9 1 4 . 4 22.  2
R e t u r n  on  n e t  
A s s e t s
16. 5 20.  5 16.  1 17. 1 16. 3
A s s e t  T u r n o v e r 1, o 1 . 2 0 . 9 8 1. 2 1. 56
C u r r e n t  R a t i o 2. 01 1 . 9 6 1 . 7 4 1. 09 1 .4 1
A c i d  T e s t 1. 46 1. 43 1 . 2 2 0. 80 0. 90
D e b t o r s  ( d a y s ) 86 92 96 103 70
G e a r i n g 13. 7 13. 0 9 . 6 25 .  2 27 .  0
C o v e r a g e 15. 0 19. 3 1 5 . 3 5. 6 7. 6
D i v i d e n d  C o v e r 1. 32 1. 64 1. 6 1. 84 3. 08
T u r n o v e r / e m p l o y e e NA 10, 900 8, 950 9, 750 15, 600
E a r n i n g s  p e r  s h a r e  
(P)
5. 4 6 . 9 7. 7 9. 7 16. 3
N e t  A s s e t s /  
s h a r e  (p)
65 70 91 113 122
BR IT IS H  OXY G EN , L A P O R T E ,  I Z A L  - M A R K E T  P E R F O R M A N C E  (BO T 2 6 /4 )
A l b r i g h t  & W i l s o n
F i s o n s
C o a l i t e
C r o d a
B e r k
H i c k s o n  W e l c h
M i d l a n d  Y o r k s h i r e  
T a r  D i s t i l l e r s
C o a t e s  B r o t h e r s
A u l t  & W i b e r g
Y o r k s h i r e  D y e w a r e
C o o p e r .  M c D o u g a l l  
a n d  R o b e r t s o n
P h i l b l a c k
F l e m i n g
R e v e r t e x
N a t i o n a l  C a r b o n i s i n g  
J  e y e s  
S t u r g e  
B u r r e l l  
H o l l i d a y  
S c o t t i s h  T a r  
H o l t  P r o d u c t s  
A n c h o r  C h e m i c a l s
S I Z E
105.  9 
78. 43 
12 . 68 
17. 07 
15. 94
6 .3 4
1967
4.  47 
16.02
3 .4 9
8 .4 4
5 .52
7 .85
3 .4 0
2. 56 
4.  26 
6 .6 0
R O I
6 . 8 
7. 2 
26.8  
16.1
7.3
2 0 .3
10.3
2 7 .3
15.7 
11.9
3 0 .8
2 0 .0
22.1
19 .8 
9 .7
15.3
19 .3
13.8
3 .4  
9 .3
3 1 .0
20.8
1968
S I Z E
111. 9
8 6 .4 2
1 5 .7 4
2 6 . 8 5
17 .12
10.20
1 2 .5 9
1 6 .5 3
10.81
4 .9 3
19.01
4 .11  
5 .78  
9.26 
5 .7 0  
8 .6 9  
3 .9 5
3 .1 2  
3 .4 5  
2.90 
4 .51  
8 .1 7
R O I
6 . 6 
10 . 9 
30 .  0 
14. 7
13 .3
18 .3
11 .7
2 8 .2
15 .9
15 .0
4 0 .0
2 6 . 4
20.8
2 3 .5  
1 1 . 8  
2 3 . 4
19 .0
13.1 
9 .0
14 .7
29.8
22 .1
1969
S I Z E
120.  5 
82.  23 
18. 80 
28 .  02 
21 .  35 
14. 08 
11 . 26
18. 87 
12 . 61 
5. 83 
22.92
5 .34
6.00
1 2 .70
6 .2 7
12.83
4 .5 6
3 .45
3 .7 5
3 .6 0
5.51
9.21
R O I
5. 0 
11. 3 
37. 5
15.9
13 .0
14.9
1 1 . 1
2 7 .0  
16.6
14 .4
4 4 .5
3 3 .4  
20.2  
2 3 .8
16 .4  
l b . 3
1 7 .4  
13.2
10.0
2 1 .4
3 4 . 4  
1 3 .8
1970
S I Z E
129.  0 
8 8 . 11 
19. 87 
37.  26 
A  
17. 01 
11. 34
22 .  82 
13 .18  
6 .38  
24 .  85
5. 09
6. 71 
16.  17 
10, 76 
15. 00
4 .  56 
3. 71 
3.  73 
3.  52
5. 51
7. 38
R O I
5. 2 
8 . 0 
35. 2 
16 . 0 
A 
15. 7 
11. 5
2 6 .  1
13. 6
15. 0 
42 .  5
2 1 . 0 
17. 6
16 . 2 
27.  4
14. 1 
8 . 2
15. 8 
8 . 6
21 .  3 
25 .  0 
10 . 1
1971
S I Z E R O I
123.  9 5 . 9
90.  09 15. 3
22.  70 12 8. 3 
1
51.  16 1 5 . 2
A A
19. 18 118 .4
11 .42 j 7. 8
25.  7 j 27.  1
13. 19 i 15. i j
7. 98 | 20.  6
A A
5. 39 j 1 4 . 4
7. 30 14. 4
17. 77 13.  0
20 .  06 26.  0
17. 96 14.  9
5. 31 15.  1
3. 66 16.  0
4. 38 15.  1
NI N I
6. 06 22 .  0
6. 18 15. 0
S i z e  q u o t e d  i n  £ ' 0 0 0 ,  000  
A = A c q u i r e d
NI = N o t  i s s u e d  a t  t i m e  of  d a t a  c o l l e c t i o n
S T E E T L E Y  : M A R K E T  ANALYSIS
S I Z E  ( £ )
Y E A R S A M P L E
NO .
M E D I A N M E A N S. D, S T E E T L E Y S C O R E
1967 15 3. 45 15.  5 20 .  4 20 .  8 0. 26
1968 21 3.  87 13.  7 19.  8 26 .  5 0. 65
1969 21 4.  73 15. 5 21 .  6 2 9 .  0 0. 63
1970 21 5. 01 18. 9 23 .  6 4 7 .  5 1 .2 1
1971 20 7. 19 22 .  5 26 .  2 66 .  5 1. 68
R O L E  (%)
Y E A R S A M P L E
NO.
M E D I A N M E A N S. D. S T E E T L E Y S C O R E
1967 20 12. 7 15. 7 6. 5 16.  5 0. 12
1968 22 15.  0 17. 0 9. 5 20 .  5 0. 37
1969 23 13. 6 14. 7 1 1 . 3 16.  1 0. 12
1970 22 14.  2 15. 0 8. 7 17. 1 0. 12
1971 21 17.  6 17. 7 10. 5 16. 3 - 0. 13
S E CTIO N  1 : T R IG G E R
1 . 1
B o t h  e x e c u t i v e s  i n t e r v i e w e d  d e s c r i b e d  a c o m p l e t e l y  f o r m a l  a n d  r e g u l a r  
c o r p o r a t e  p l a n n i n g  s y s t e m  t o  b e  i n  o p e r a t i o n  in  t h e  c o m p a n y  a t  t h e  t i m e  
of  t h e  a c q u i s i t i o n  d i s c u s s e d .  T h e  s y s t e m  m o n i t o r e d  t h e  f o l l o w i n g  a r e a s  :
C o r p o r a t e  O b j e c t i v e s  
E x t e r n a l  C o n s t r a i n t s  
C o r p o r a t e  s t r e n g t h s  a n d  w e a k n e s s e s  
P r o d u c t / M a r k e t  S t r a t e g y  
F i n a n c i a l  P e r f o r m a n c e
1 . 2
T h i s  s y s t e m  r e v e a l e d  e x c e s s i v e  r e l i a n c e  u p o n  t h e  S t e e l  I n d u s t r y  ( O b s e r v e r  1) 
f r o m  w h i c h  t h e r e  w a s  a  l a c k  of  d e s i r a b l e  g r o w t h  in  d e m a n d  f o r  t h e  p r o d u c t s  
s u p p l i e d  by  S t e e t l e y  ( O b s e r v e r  2).  O b s e r v e r  1 e x p l a i n e d  t h a t  t h i s  f a c t o r ,  
c o m b i n e d  w i t h  t h e  h e a v y  r e l i a n c e  u p o n  p r o f i t s  f r o m  t h e  U n i t e d  K i n g d o m  a c t i v i t i e s ,  
h a d  i n i t i a l l y  p r o m p t e d  t h e  B o a r d  t o  c o n s i d e r  a c q u i s i t i o n .
S E C T IO N  2 : E L IM IN A T IO N
2 . 1
W h i l s t  b o t h  e x e c u t i v e s  a g r e e d  t h a t  t h e  s i g n a l s  d e s c r i b e d  h a d  f o c u s s e d  a t t e n t i o n  
u p o n  s p e c i f i c  c a t e g o r i e s  of c o m p a n i e s ,  t h e r e  w a s  s o m e  d i s a g r e e m e n t  on  t h e  
t y p e s  o f  a r e a s  c o n s i d e r e d ,  t h u s  -
O b s e r v e r  1 : C h e m i c a l  c o m p a n i e s  o r  E n g i n e e r i n g
c o m p a n i e s
O b s e r v e r  2 : M i n e r a l  a n d  c h e m i c a l  c o m p a n i e s .
2 . 2
A c o m p l e t e  i n t e r n a l  a u d i t  w h i c h  p r o b e d  t h e  ' c o n c e p t  o f  t h e  b u s i n e s s ' ,  a s s e s s e d  
C o r p o r a t e  o b j e c t i v e s  a n d  e v a l u a t e d  C o r p o r a t e  s t r e n g t h s  a n d  w e a k n e s s e s  w a s  
c o n d u c t e d  p r i o r  to  a f i n a l  d e c i s i o n  to  a c q u i r e  - t h i s  e n a b l e d  e x e c u t i v e s  to  
d e t e r m i n e  t h e  a r e a s  in  w h i c h  t o  s e e k  f o r  s y n e r g y .
2. 3
C o n c e p t  o f  t h e  B u s i n e s s  ;
A s  a  r e s u l t  o f  t h i s  e x e r c i s e ,  S t e e t l e y  w a s  c o r r e c t l y  c l a s s i f i e d  in  t h e  b u s i n e s s  of  
" e x t r a c t i n g  a n d  p r o c e s s i n g  m i n e r a l s  a n d  c h e m i c a l s .  "
2. 4
C o r p o r a t e  O b j e c t i v e s  ;
T a b l e  1 s h o w s  t h e  e x t e n t  to  w h i c h  t h e  e x e c u t i v e s  i n t e r v i e w e d  d i s a g r e e d  in  t h e i r  
d e s c r i p t i o n  of  a r e a s  in  w h i c h  p r i m e  c o r p o r a t e  o b j e c t i v e s  w e r e  s p e c i f i e d .
O b s e r v e r  1 O b s e r v e r  2 j!C o n s e n s u s
F i n a n c i a l  :
P r o f i t a b i l i t y 2 1 = V
E P S 1 =
T u r n o v e r 1 =
M a r k e t i n g  ;
P r o d u c t  M ix 1
C u s t o m e r  M ix 1 =
G e o g r a p h i c  M ix 1 =
M a r k e t  d e v e l o p m e n t 1 =
C o r p o r a t e  :
P r o d u c t i v i t y 2
T A B L E  1 : P R I M E  C O R P O R A T E  O B J E C T I V E S
O b s e r v e r  1 w a s  u n a w a r e  o f  o b j e c t i v e s  w h i c h  f o c u s s e d  a t t e n t i o n  on  t h e  n e e d  
to  f u r t h e r  d e v e l o p  i n t e r e s t s  in  o v e r s e a s  m a r k e t s ,  b o t h  e x i s t i n g  a n d  now,  
b u t ,  w i t h  t h e  b e n e f i t  o f  h i n d s i g h t ,  f e l t  t h a t  t h i s  w a s  a  s e r i o u s  o v e r s i g h t .
2. 5
S t r e n g t h s  a n d  W e a k n e s s e s  :
T h e r e  w a s  a l m o s t  c o m p l e t e  a g r e e m e n t  in  O b s e r v e r ' s  p e r c e p t i o n  of  t h e  
r e s u l t s  o f  t h i s  a n a l y s i s ,  a l l  s t r e n g t h s  a n d  w e a k n e s s  c a r r y i n g  e q u a l  
w e i g h t .
S e e  T a b l e  2 :
S T R E N G T H S W E A K N E S S E S
O b s . l Obs. 2 !Cons e n s u s O b s .  J Obs. 2 C o n s e n s u s
F i n a n c i a l  :
G e a r i n g v/
M a r k e t i n g  ;
L i m i t e d  o v e r s e a s  
a c t i v i t i e s N/
P r o d u c t i o n  j
B a s i c  t e c h n o l o g i c a l  
r e s e a r c h
N/ 7 7
E x t r a c t i o n  p r o c e s s e s 7 7 7
C o r p o r a t e  ; 
M a n a g e m e n t  
F i n a n c i a l  C o n t r o l
7 7
7
7 7 7 7
T A B L E  2 : C O R P O R A T E  S T R E N G T H S  A N D  W E A K N E S S E S
A l t h o u g h  h e  f e l t  t h a t  t h e  l a c k  of  o v e r s e a s  a c t i v i t i e s  w a s  n o t  i d e n t i f i e d  a s  a 
m a j o r  w e a k n e s s ,  O b s e r v e r  2 w a s  o f  t h e  o p i n i o n  t h a t  t h i s  h a d  b e e n  a  m i s t a k e .  
B o th  e x e c u t i v e s  e x p l a i n e d  t h a t  t h e  e x i s t i n g  m a n a g e m e n t  o f  S t e e t l e y  w a s  o f  h ig h  
c a l i b r e  b u t  w i t h  a n  u n f o r t u n a t e  t e n d e n c y  t o w a r d s  a  p r o d u c t i o n  r a t h e r  t h a n  a 
m a r k e t i n g  o r i e n t a t i o n .  W i t h  t h e  b e n e f i t  o f  h i n d s i g h t ,  O b s e r v e r  2 c o m m e n t e d  
u p o n  tw o  f u r t h e r  w e a k n e s s e s  -
(a )  t h e  l a c k  o f  a n  i n t e r n a t i o n a l  o u t l o o k
a  l i m i t e d  n u m b e r  of  " h i g h  q u a l i t y  s t a f f .  "
S E C T IO N  3 : DECISION C R IT E R IA
3. 1
T a b l e  3 s h o w s  t h e  f a c t o r s  w h i c h  t h e  e x e c u t i v e s  p e r c e i v e d  to  h a v e  b e e n  c o n s i d e r  
p r i o r  to  t h e  f i n a l  d e c i s i o n  to  a c q u i r e .
O b s e r v e r  1
1
O b s e r v e r  2 j C o n s e n s u s
F i n a n c i a l  :
P r o f i t a b i l i t y 3 = 1 = n/  2 =
P r o f i t  d e p e n d e n c y 2
E f f e c t  on P / E 3 = 1 = V 2 =
H i d d e n  o r  u n d e r v a l u e d  a s s e t s 3 =
H i d d e n  c o s t s  ( p e n s i o n s  e t c ) 3=
M a r k e t i n g  :
T y p e  a n d  f i t  of  p r o d u c t s 1 1 = V 1
T y p e  of  m a r k e t s  (no t  s t e e l ) 1 =
E x t e n t  of  c o m p e t i t i o n 3=
M a r k e t i n g  e x p e r t i s e 3 =
P r o d u c t i o n  ;
R e s e a r c h  a n d  p a t e n t  s t r e n g t h 3=
T e c h n o l o g i c a l  s t r e n g t h 3 = 1 = \ f  2 =
C o r p o r a t e  :
M a n a g e m e n t 3 = 1 = v/ 2=
T A B L E  3 : D E C I S I O N  C R I T E R I A
3. 2
W h e n  a s k e d  t o  c o m m e n t  u p o n  t h e  v a l i d i t y  o f  s u c h  a n  a n a l y s i s ,  O b s e r v e r  1 f e l t  
t h a t  in  a d d i t i o n  t h e  g e o g r a p h i c  f i t  o f  p r o d u c t i o n  f a c i l i t i e s  s h o u l d  h a v e  b e e n  
c o n s i d e r e d ,  w h i l s t  O b s e r v e r  2 w a s  o f  t h e  o p i n i o n  t h a t  a l l  t h e  i m p o r t a n t  f a c t o r s  
h a d  b e e n  t a k e n  in to  a c c o u n t .
S E C T IO N  4 : T H E  BID
4. 1
A  d i r e c t  a p p r o a c h  h a d  b e e n  m a d e  to  t h e  e x e c u t i v e  o f  t h e  p r o p o s e d  v i c t i m  
f i r m ,  a s  t h i s  w a s  t h e  ' c o d e  a d o p t e d '  ( O b s e r v e r  2) in  s u c h  s i t u a t i o n s ,  a l t h o u g h  
s o m e  s h a r e s  w e r e  i n i t i a l l y  b o u g h t  on  t h e  o p e n  m a r k e t  a s  t h e y  w e r e  c h e a p  a t  
t h a t  t i m e  a n d  t h e  S t e e t l e y  s h a r e s  w e r e  on a  l o w  P / E  r a t i o  w h i c h  m a d e  a n  
e x c h a n g e  of  s h a r e s  e x p e n s i v e .
4.  2
T h e  c o m p l e t e  t r a n s a c t i o n  t o o k  t h e  f o r m  of  c a s h  o r  s h a r e s  a n d  l o a n  s t o c k ,  
c a s h  b e i n g  c h o s e n  a s  S t e e t l e y  h a d  a  l o w  g e a r i n g  r a t i o  a n d  w a s  h i g h l y  l i q u i d .
4. 3
A p r e m i u m  o v e r  b o t h  t h e  p r e - b i d  p r i c e  a n d  t h e  n e t  a s s e t  v a l u e  w a s  p a i d  a l t h o u g h  
t h e  f i n a l  p r i c e  w a s  w i t h i n  t h e  l i m i t s  s e t  by  S t e e t l e y  p r i o r  to  n e g o t i a t i o n s .
S E C T IO N  5 : P O S T -A C Q U IS IT IO N  A C TIO N
5. 1
B o t h  e x e c u t i v e s  a g r e e d  t h a t  d e s p i t e  t h e  f a c t  t h a t  m o s t  p o s t - a c q u i s i t i o n  a c t i o n  
h a d  b e e n  p l a n n e d  in  o u t l i n e  p r i o r  to  f i n a l  n e g o t i a t i o n s ,  t h e  c o m p a n y  w a s  s l o w  
to ' g r a s p  t h e  n e t t l e ' ,  r e s u l t i n g  in  p o o r  c o m m u n i c a t i o n s  a n d  s o m e  u n r e s t .  T h e  
a c t i o n  w h i c h  t o o k  p l a c e  i s  d e s c r i b e d  b e l o w  :
C o r p o r a t e  : A l t h o u g h  t h e  t r a d i n g  n a m e  of  B e r k  w a s
m a i n t a i n e d  t h e  c o m p a n y  d i s s o l v e d  a s  a n  
e n t i t y .  T h e  m a n a g e m e n t  s t r u c t u r e  w a s  
r a t i o n a l i s e d ,  r e s u l t i n g  in  s o m e  r e d u n d a n c y ,  
p a r t i c u l a r l y  in  t h e  t o p  e c h e l o n .
O r g a n i s a t i o n  ; T h e  t h r e e  d i v i s i o n s  w i t h i n  B e r k  a n d  t h e
f o u r  d i v i s i o n s  w i t h i n  S t e e t l e y  w e r e  r e ­
o r g a n i s e d  to  f o r m  t h r e e  n e w  G r o u p s  - 
tw o  c o m b i n i n g  o n e  S t e e t l e y  a n d  o n e  B e r k  
c o m p a n y ,  a n d  o n e  c o m b i n i n g  tw o  S t e e t l e y  
a n d  on e  B e r k  c o m p a n y .
A s s e t  S t r u c t u r e  ; T h e  50% i n t e r e s t  in  S t  A l b a n s  S a n d  a n d
G r a v e l  w a s  s o l d  to  t h e  o t h e r  j o i n t  o w n e r s  
a s  r e q u i r e d  by  a n  a g r e e m e n t  m a d e  in  
a n t i c i p a t i o n  o f  t h e  a c q u i s i t i o n  o f  B e r k  by  
a  t h i r d  p a r t y .
B e r k  P h a r m a c e u t i c a l s  w a s  a l s o  s o l d  a s  
i t  d i d  n o t  f i t  w i t h  t h e  p r o d u c t  s t r u c t u r e  of  
t h e  n e w ,  c o m b i n e d  G r o u p  ( O b s e r v e r  1. )
M a r k e t i n g A s  a r e s u l t  o f  t h e  r e - o r g a n i s a t i o n ,  a l l  
c e n t r a l  s e r v i c e s ,  i n c l u d i n g  t h e  m a r k e t i n g  
f u n c t i o n ,  w e r e  c o m b i n e d .
F e w  c h a n g e s  w e r e  m a d e  in  t h e  p r o d u c t  
l i n e ,  a  s m a l l  n u m b e r  of  l o s s - m a k i n g  
l i n e s  b e i n g  e l i m i n a t e d .  C o n s i s t e n t  w i t h  
e a r l i e r  r e m a r k s ,  O b s e r v e r  2 c o m m e n t e d  
t h a t  c h a n g e s  w e r e  u n n e c e s s a r y  s i n c e  a 
m a j o r  a r e a  o f  s y n e r g y  w a s  " o u r  r e s e a r c h  
b e h i n d  t h e  d e p t h  o f  t h e i r  b u s i n e s s ,  "
O n l y  m i n o r  c h a n g e s ,  c o n s i s t e n t  w i t h  t h e  
n o r m a l  ' t i g h t e n i n g - u p '  p r o c e s s ,  w e r e  
m a d e  w i t h i n  t h e  p r o d u c t i o n  f i e l d .
A l t h o u g h  S t e e t l e y  e x e c u t i v e s  k n e w  t h a t  i t  
w o u l d  b e  n e c e s s a r y  to  s t a n d a r d i s e  c o n t r o l  
p r o c e d u r e s ,  t h e y  d i d  n o t  k n o w  t h e  e x t e n t  of  
t h e  p r o b l e m .  B e r k  p o s s e s s e d  a  c o m p u t e r  
w h i c h  w a s  f a r  t o o  l a r g e  f o r  t h e i r  n e e d s ,  
o p e r a t i n g  s y s t e m s  w h i c h  w e r e  too  c o m p l i c a t e d  
to  p r o d u c e  i n f o r m a t i o n  w h i c h  w a s  o f  a n y  
r e a l  u s e  to  m a n a g e m e n t .
5. 2
A l t h o u g h  O b s e r v e r  2 w a s  o f  t h e  o p i n i o n  t h a t  t h e  c o m p a n y  w a s  s l o w  i n  d e a l i n g  
w i t h  p r o b l e m s ,  h e  f e l t  t h a t ,  on  t h e  w h o l e  t h e  r e - o r g a n i s a t i o n  h a d  b e e n  s a t i s f a c t o r i l y  
c o m p l e t e d  w i t h i n  t h e  t i m e  a l l o w e d .  O b s e r v e r  1 f e l t  t h a t  i t  h a d  t a k e n  l o n g e r  t h a n  
a n t i c i p a t e d .
5. 3
B o t h  O b s e r v e r s  a g r e e d  t h a t  t h e  a c q u i s i t i o n  h a d  b e e n  a  s u c c e s s  b o t h  in  f i n a n c i a l  
a n d  g e n e r a l  s t r a t e g i c  t e r m s .  It  h a d  r e d u c e d  t h e  d e p e n d e n c y  on o n e  i n d u s t r y ,  
p r o d u c i n g  a  w i d e r  b a s e  in  t h e  a r e a s  of  e x i s t i n g  k n o w l e d g e .
P r o d u c t s  :
P r o d u c t i o n  j
C o n t r o l  :
